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The  Honorable  Bill  Archer 
Chairman 

Committee  on  Ways  and  Means 
House  of  Representatives 
Washington,  D.C.  20515 

Dear  Mr.  Chairman: 

I  am  respectfully  submitting  the  report  required  by  section  135(c)  of  the  Social  Security  Act 
Amendments  of  1994  (Public  Law  103-432).  This  section  requires  the  Administrator  of  the 
Health  Care  Financing  Administration  to: 

o       Collect  data  on  supplier  costs  of  durable  medical  equipment  (DME)  for  which 
payment  is  made  under  Part  B  of  the  Medicare  program. 

o       Analyze  the  collected  data  to  determine  ( 1 )  the  proportions  of  such  costs 

attributable  to  the  service  and  product  components  of  furnishing  the  equipment 
and  (2)  the  extent  to  which  the  proportions  vary  by  type  of  equipment  and  by 
the  geographic  region  in  which  the  supplier  is  located. 

o       Submit  a  report  to  the  Committees  on  Ways  and  Means  and  Commerce  of  the 
House  of  Representatives  and  the  Committee  on  Finance  of  the  Senate  on  the 
data  collected  and  the  analysis  conducted.  The  report  is  to  include  the 
Administrator's  recommendations  for  a  geographic  cost  adjustment  index  for 
suppliers  of  DME  and  an  analysis  of  the  impact  such  a  proposed  index  would 
have  on  Medicare  payments. 

Since  1989,  Medicare  has  paid  for  DME  under  Part  B  on  the  basis  of  a  fee  schedule 
methodology  using  historical  data  from  1986  through  1987.  A  fee  for  each  item  of  DME  is 
calculated  for  each  state.  The  state  fees  for  each  item  of  DME  may  not  exceed  national 
limited  payment  amounts.  The  national  limited  payment  amounts  have  both  floors  and 
ceilings.  The  ceiling  is  defined  as  the  national  median  of  all  the  states'  payment  amounts; 
the  floor  is  defined  as  85  percent  of  the  national  median.  Thus,  the  difference  between  the 
highest  and  lowest  fee  for  each  item  is  never  more  than  15  percent  nationally. 
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Prior  to  implementation  of  the  fee  schedule  payment  methodology,  there  was  wide  variation 
m  payment  allowances  for  DME.  In  1990  the  General  Accounting  Office  (GAO)  presented 
testimony  before  the  Subcommittee  on  Health,  House  Committee  on  Ways  and  Means 
(GAO/T-HRD-90-32),  indicating  that  the  fee  schedules  that  went  into  effect  in  1989  had 
widely  varying  rates  for  the  same  or  similar  items  in  various  parts  of  the  country.  The  GAO 
stated  that  these  variances  were  not  reasonable.  Subsequently,  Congress  addressed  the  wide 
variation  in  payment  allowances  through  1990  legislation  that  established  the  national 
limitation  amounts,  limiting  the  variation  among  the  states  to  no  more  than  15  percent. 

Concerns,  however,  have  arisen  over  the  differences  between  Medicare's  fees  and  supplier 
costs  of  providing  DME  and  what  effect  geographic  location  has  on  the  cost  of  providing 
equipment.  The  difficulty  in  addressing  these  concerns  has  always  been  the  inability  to 
obtain  reliable  supplier  cost  data.  For  example,  in  1991  GAO  attempted  to  calculate  the 
costs  that  suppliers  incurred  to  provide  DME  (Effect  of  DME  Fee  Schedules  on  Six 
Suppliers'  Profits,  GAO/HRD-92-22).  The  GAO  found  that  suppliers  do  not  have 
accounting  records  that  include  the  per  item  costs  of  DME  items  nor  do  suppliers  maintain 
cost  records  in  a  manner  that  would  allow  the  GAO  to  readily  calculate  per  item  cost. 

Because  there  was  continuing  concern  in  this  area,  Congress  directed  HCFA  in  section 
135(c)  of  Public  Law  103-432  to  study  supplier  cost  data  and  the  extent  which  the  costs  vary 
by  geographic  region.  As  a  result  of  this  directive  HCFA  entered  into  a  contract  with  Jing 
Xing  Health  and  Safety  Resources,  Inc.  in  order  to  conduct  this  study.  Included  in  the 
enclosed  Report  to  Congress  is  a  copy  of  Jing  Xing' s  report,  entitled  "Durable  Medical 
Equipment  Supplier  Product  And  Service  Cost  Study." 

The  report  by  Jing  Xing  indicates  that  although  there  is  variation  in  product  and  service  cost 
shares,  the  data  searches  made  in  the  study  did  not  yield  the  kinds  of  data  necessary  to 
provide  specific  answers  to  the  questions  raised  in  the  congressional  mandate  on  variations 
in  the  product  and  service  cost  shares  of  DME  items.  There  is  some  limited  data  available 
for  estimating  the  overall  product  and  service  cost  shares  for  all  DME  items.  However,  data 
could  not  be  acquired  within  the  scope  of  the  study  on  the  levels  of  variation  in  cost  shares 
by  type  of  DME  item  or  by  geographic  location. 

Based  on  this  information,  the  Jing  Xing  report  concluded  that  the  construction  of  a 
geographic  payment  index  for  DME  will  present  a  very  difficult  challenge  to  HCFA  because 
of:  (1)  the  inability  of  DME  suppliers  to  readily  provide  the  kinds  of  item  specific  cost  data 
normally  used  in  developing  geographic  payment  indices;  (2)  the  lack  of  data  and 
standardization  on  cost  shares  by  product  type;  and  (3)  the  likely  objections  that  would  be 
raised  by  any  methodology  that  estimates  cost  shares  and  geographic  variation  using  proxy 
data. 
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Based  on  Jing  Xing  s  findings,  we  believe  that  there  are  variations  in  proportions  of  DME 
supplier  product  and  service  costs  by  type  of  equipment  and  that  service  costs  exhibit  much 
greater  geographic ^variation  than  do  product  costs.  However,  as  Jing  Xing's  analysis  pomts 
out,  the  available  data  are  not  suitable  for  developing  a  sound  and  acceptable  set  of  product- 
type-specific  geographic  adjustments  for  Medicare  payment  applications.  Therefore  based 
ob 1(1)  Congress  historical  concerns  over  the  wide  variation  m  payment  amounts  among 

md  Con^  desire  *>  reduce  such  variation  (as  evidenced  by 
the  1990  legislation)  and  (2)  the  lack  of  reliable  supplier  cost  data  (as  reported  by  GAO  and 
substantiated  by  Jmg  Xing's  findings),  we  recommend  that  Congress  take  no  action  at  this 
time  that  would  provide  a  geographic  cost  adjustment  index  for  suppliers  of  DME. 

Both  the  Administration  and  Congress  are  closely  scnitinizing  the  Medicare  program  for 
opportunities  to  reduce  expenditures  in  order  to  protect  the  long-term  health  of  the 
Medicare  trust  funds  and  to  protect  the  well  bemg  of  Medicare  beneficiaries  Utilizing 
competitive  bidding  to  establish  Medicare  payments  for  certain  items  and  services  is  one 
such  proposal  under  consideration.  HCFA  believes  that  Medicare  frequently  pays  too  much 
for  durable  medical  equipment  and  believes  that  competitive  bidding,  which  is  used  by  the 
Veterans'  Administration  and  other  federal,  state  and  private  health  care  purchasers  would 
ensure  that  reliable  market  prices  are  paid  for  these  items.  The  statute,  however,  does  not 
permit  HCFA  to  set  Medicare  payment  rates  based  on  a  competitive  bidding  process 
Instead,  payments  for  medical  equipment  and  supplies  are  based  on  a  formula  established  by 
the  Omnibus  Budget  Reconciliation  Act  of  1987.  Unless  otherwise  specified  by  Congress 
these  amounts  have  been  increased  annually  (based  on  statutory  mandates)  to  account  for 
inflation  by  applying  the  Consumer  Price  Index  for  all  Urban  Consumers  (CPI-U). 

Although  HCFA  does  not  have  the  authority  to  use  competitive  bidding  to  establish 
Medicare  payment  rates  on  a  permanent  basis,  we  do  have  the  authority  to  pilot  new 
payment  methods  such  as  competitive  bidding  under  our  general  demonstration  authority. 
To  that  end,  HCFA  is  currently  designing  a  demonstration  in  which  Medicare  payment  rates 
for  certain  items  will  be  established  based  on  submitted  bids  by  suppliers  in  certain 
geographic  areas.  We  believe  that  utilizing  competitive  bidding  to  establish  Medicare 
payment  amounts  would  appropriately  address  Congressional  concerns  involving  the 
recognition  of  (1)  costs  attributable  to  the  service  and  product  components  of  furnishing  the 
equipment  and  (2)  the  extent  to  which  the  proportions  vary  by  type  of  equipment  and  by  the 
geographic  region  in  which  the  supplier  is  located. 
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The  estimated  cost  to  prepare  this  report  is  $125,000. 

I  am  also  sending  a  copy  of  this  report  to  the  Chairman  of  the  House  Commerce  Committee 
and  the  Senate  Finance  Committee. 

Sincerely, 


Bruce  C.  Vladeck 
Aclministrator 


Enclosure 


DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES 

Health  Care  Finar-  -j 


The  Administrator 
Washington.  D  C  2C 

FEB  13  1997 


The  Honorable  Thomas  J.  Bliley,  Jr. 
Chairman 

Committee  on  Commerce 
House  of  Representatives 
Washington,  D.C.  20515 

Dear  Mr.  Chairman: 

I  am  respectfully  submitting  the  report  required  by  section  135(c)  of  the  Social  Security  Act 
Amendments  of  1994  (Public  Law  103-432).  This  section  requires  the  Administrator  of  the 
Health  Care  Financing  Administration  to: 

o       Collect  data  on  supplier  costs  of  durable  medical  equipment  (DME)  for  which 
payment  is  made  under  Part  B  of  the  Medicare  program. 

o       Analyze  the  collected  data  to  determine  ( 1 )  the  proportions  of  such  costs 

attributable  to  the  service  and  product  components  of  furnishing  the  equipment 
and  (2)  the  extent  to  which  the  proportions  vary  by  type  of  equipment  and  by 
the  geographic  region  in  which  the  supplier  is  located. 

o       Submit  a  report  to  the  Committees  on  Ways  and  Means  and  Commerce  of  the 
House  of  Representatives  and  the  Committee  on  Finance  of  the  Senate  on  the 
data  collected  and  the  analysis  conducted.  The  report  is  to  include  the 
Administrator's  recommendations  for  a  geographic  cost  adjustment  index  for 
suppliers  of  DME  and  an  analysis  of  the  impact  such  a  proposed  index  would 
have  on  Medicare  payments. 

Since  1989,  Medicare  has  paid  for  DME  under  Part  B  on  the  basis  of  a  fee  schedule 
methodology  using  historical  data  from  1986  through  1987.  A  fee  for  each  item  of  DME  is 
calculated  for  each  state.  The  state  fees  for  each  item  of  DME  may  not  exceed  national 
limited  payment  amounts.  The  national  limited  payment  amounts  have  both  floors  and 
ceilings.  The  ceiling  is  defined  as  the  national  median  of  all  the  states'  payment  amounts; 
the  floor  is  defined  as  85  percent  of  the  national  median.  Thus,  the  difference  between  the 
highest  and  lowest  fee  for  each  item  is  never  more  than  1 5  percent  nationally. 


Page  2  -  The  Honorable  Thomas  J.  Bliley,  Jr. 


Prior  to  implementation  of  the  fee  schedule  payment  methodology,  there  was  wide  variation 
in  payment  allowances  for  DME.  In  1990  the  General  Accounting  Office  (GAO)  presented 
testimony  before  the  Subcommittee  on  Health,  House  Committee  on  Ways  and  Means 
(GAO/T-HRD-90-32),  indicating  that  the  fee  schedules  that  went  into  effect  in  1989  had 
widely  varying  rates  for  the  same  or  similar  items  in  various  parts  of  the  country.  The  GAO 
stated  that  these  variances  were  not  reasonable.  Subsequently,  Congress  addressed  the  wide 
variation  m  payment  allowances  through  1990  legislation  that  established  the  national 
limitation  amounts,  limiting  the  variation  among  the  states  to  no  more  than  15  percent. 

Concerns,  however,  have  arisen  over  the  differences  between  Medicare's  fees  and  supplier 
costs  of  providing  DME  and  what  effect  geographic  location  has  on  the  cost  of  providing 
equipment.  The  difficulty  in  addressing  these  concerns  has  always  been  the  inability  to 
obtain  reliable  supplier  cost  data.  For  example,  in  1991  GAO  attempted  to  calculate  the 
costs  that  suppliers  incurred  to  provide  DME  (Effect  of  DME  Fee  Schedules  on  Six 
Suppliers'  Profits,  GAO/HRD-92-22).  The  GAO  found  that  suppliers  do  not  have 
accounting  records  that  include  the  per  item  costs  of  DME  items  nor  do  suppliers  maintain 
cost  records  in  a  manner  that  would  allow  the  GAO  to  readily  calculate  per  item  cost. 

Because  there  was  continuing  concern  in  this  area,  Congress  directed  HCFA  in  section 
135(c)  of  Public  Law  103-432  to  study  supplier  cost  data  and  the  extent  which  the  costs  vary 
by  geographic  region.  As  a  result  of  this  directive  HCFA  entered  into  a  contract  with  Jing 
Xing  Health  and  Safety  Resources,  Inc.  in  order  to  conduct  this  study.  Included  in  the 
enclosed  Report  to  Congress  is  a  copy  of  Jing  Xing's  report,  entitled  "Durable  Medical 
Equipment  Supplier  Product  And  Service  Cost  Study." 

The  report  by  Jing  Xing  indicates  that  although  there  is  variation  in  product  and  service  cost 
shares,  the  data  searches  made  in  the  study  did  not  yield  the  kinds  of  data  necessary  to 
provide  specific  answers  to  the  questions  raised  in  the  congressional  mandate  on  variations 
in  the  product  and  service  cost  shares  of  DME  items.  There  is  some  limited  data  available 
for  estimating  the  overall  product  and  service  cost  shares  for  all  DME  items.  However,  data 
could  not  be  acquired  within  the  scope  of  the  study  on  the  levels  of  variation  in  cost  shares 
by  type  of  DME  item  or  by  geographic  location. 

Based  on  this  information,  the  Jing  Xing  report  concluded  that  the  construction  of  a 
geographic  payment  index  for  DME  will  present  a  very  difficult  challenge  to  HCFA  because 
of:  (1)  the  inability  of  DME  suppliers  to  readily  provide  the  kinds  of  item  specific  cost  data 
normally  used  in  developing  geographic  payment  indices;  (2)  the  lack  of  data  and 
standardization  on  cost  shares  by  product  type;  and  (3)  the  likely  objections  that  would  be 
raised  by  any  methodology  that  estimates  cost  shares  and  geographic  variation  using  proxy 
data. 
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Based  on  Jing  Xing  s  findings,  we  believe  that  there  are  variations  in  proportions  of  DME 
supplier  product  and  service  costs  by  type  of  equipment  and  that  service  costs  exhibit  much 
greater  geographic  variation  than  do  product  costs.  However,  as  Jmg  Xing's  analysis  points 
out,  the  available  data  are  not  suitable  for  developmg  a  sound  and  acceptable  set  of  product- 
type-specific  geographic  adjustments  for  Medicare  payment  applications.  Therefore  based 
on  (I)  Congress  historical  concerns  over  the  wide  variation  m  payment  amounts  among 

t  fQo^  f  '        md  C°ngreSS'  desire  t0  reduce  such  vanation  (as  evidenced  by 

the  1990  legislation)  and  (2)  the  lack  of  reliable  supplier  cost  data  (as  reported  by  GAO  and 

substantiated  by  Jing  Xing's  findings),  we  recommend  that  Congress  take  no  action  at  this 

time  that  would  provide  a  geographic  cost  adjustment  index  for  suppliers  of  DME. 

Both  the  Administration  and  Congress  are  closely  scrutinizing  the  Medicare  program  for 
opportunities  to  reduce  expenditures  in  order  to  protect  the  long-term  health  of  the 
Medicare  trust  funds  and  to  protect  the  well  being  of  Medicare  beneficiaries  Utilizing 
competitive  bidding  to  establish  Medicare  payments  for  certain  items  and  services  is  one 
such  proposal  under  consideration.  HCFA  believes  that  Medicare  frequently  pays  too  much 
for  durable  medical  equipment  and  believes  that  competitive  bidding,  which  is  used  by  the 
Veterans*  Administration  and  other  federal,  state  and  private  health  care  purchasers  would 
ensure  that  reliable  market  prices  are  paid  for  these  items.  The  statute,  however,  does  not 
permit  HCFA  to  set  Medicare  payment  rates  based  on  a  competitive  bidding  process. 
Instead,  payments  for  medical  equipment  and  supplies  are  based  on  a  formula  established  by 
the  Omnibus  Budget  Reconciliation  Act  of  1987.  Unless  otherwise  specified  by  Congress 
these  amounts  have  been  increased  annually  (based  on  statutory  mandates)  to  account  for  ' 
inflation  by  applying  the  Consumer  Price  Index  for  all  Urban  Consumers  (CPI-U). 

Although  HCFA  does  not  have  the  authority  to  use  competitive  bidding  to  establish 
Medicare  payment  rates  on  a  permanent  basis,  we  do  have  the  authority  to  pilot  new 
payment  methods  such  as  competitive  bidding  under  our  general  demonstration  authority. 
To  that  end,  HCFA  is  currently  designing  a  demonstration  in  which  Medicare  payment  rates 
for  certain  items  will  be  established  based  on  submitted  bids  by  suppliers  in  certain 
geographic  areas.  We  believe  that  utilizing  competitive  bidding  to  establish  Medicare 
payment  amounts  would  appropriately  address  Congressional  concerns  involving  the 
recognition  of  (1)  costs  attributable  to  the  service  and  product  components  of  furnishing  the 
equipment  and  (2)  the  extent  to  which  the  proportions  v  ary  by  type  of  equipment  and  by  the 
geographic  region  in  which  the  supplier  is  located. 
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The  estimated  cost  to  prepare  this  report  is  $125,000. 

I  am  also  sending  a  copy  of  this  report  to  the  Chairman  of  the  House  Ways  and  Means 
Committee  and  the  Senate  Finance  Committee. 

Sincerely, 


Bruce  C.  Vladeck 
Administrator 

Enclosure 


DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES 

— /f  I  Health  Care  Fmancng  AcrT-:-:Strat  cr 


The  Administrator 
Washington,  D.C.  20201 


FEB  I  3  1997 


The  Honorable  William  Roth 
Chairman 

Committee  on  Finance 
United  States  Senate 
Washington,  D.C.  20510 

Dear  Mr.  Chairman: 

I  am  respectfully  submitting  the  report  required  by  section  135(c)  of  the  Social  Security  Act 
Amendments  of  1994  (Public  Law  103-432).  This  section  requires  the  Administrator  of  the 
Health  Care  Financing  Administration  to: 

o       Collect  data  on  supplier  costs  of  durable  medical  equipment  (DME)  for  which 
payment  is  made  under  Part  B  of  the  Medicare  program. 

o       Analyze  the  collected  data  to  determine  ( 1 )  the  proportions  of  such  costs 

attributable  to  the  service  and  product  components  of  furnishing  the  equipment 
and  (2)  the  extent  to  which  the  proportions  vary  by  type  of  equipment  and  by 
the  geographic  region  in  which  the  supplier  is  located. 

o       Submit  a  report  to  the  Committees  on  Ways  and  Means  and  Commerce  of  the 
House  of  Representatives  and  the  Committee  on  Finance  of  the  Senate  on  the 
data  collected  and  the  analysis  conducted.  The  report  is  to  include  the 
Administrator's  recommendations  for  a  geographic  cost  adjustment  index  for 
suppliers  of  DME  and  an  analysis  of  the  impact  such  a  proposed  index  would 
have  on  Medicare  payments. 

Since  1989,  Medicare  has  paid  for  DME  under  Part  B  on  the  basis  of  a  fee  schedule 
methodology  using  historical  data  from  1986  through  1987.  A  fee  for  each  item  of  DME  is 
calculated  for  each  state.  The  state  fees  for  each  item  of  DME  may  not  exceed  national 
limited  payment  amounts.  The  national  limited  payment  amounts  have  both  floors  and 
ceilings.  The  ceiling  is  defined  as  the  national  median  of  all  the  states'  payment  amounts; 
the  floor  is  defined  as  85  percent  of  the  national  median.  Thus,  the  difference  between  the 
highest  and  lowest  fee  for  each  item  is  never  more  than  15  percent  nationally. 
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Poor  to  implementation  of  the  fee  schedule  payment  methodology,  there  was  wide  variation 
in  payment  allowances  for  DME.  In  1990  the  General  Accounting  Office  (GAO)  presented 
testimony  before  the  Subcommittee  on  Health,  House  Committee  on  Ways  and  Means 
(GAO/T-HRD-90-32),  indicating  that  the  fee  schedules  that  went  into  effect  in  1989  had 
widely  varying  rates  for  the  same  or  similar  items  in  various  parts  of  the  country.  The  GAO 
stated  that  these  variances  were  not  reasonable.  Subsequently,  Congress  addressed  the  wide 
variation  in  payment  allowances  through  1990  legislation  that  established  the  national 
limitation  amounts,  limiting  the  variation  among  the  states  to  no  more  than  15  percent. 

Concerns,  however,  have  arisen  over  the  differences  between  Medicare's  fees  and  supplier 
costs  of  providing  DME  and  what  effect  geographic  location  has  on  the  cost  of  providing 
equipment.  The  difficulty  in  addressing  these  concerns  has  always  been  the  inability  to 
obtain  reliable  supplier  cost  data.  For  example,  in  1991  GAO  attempted  to  calculate  the 
costs  that  suppliers  incurred  to  provide  DME  (Effect  of  DME  Fee  Schedules  on  Six 
Suppliers'  Profits,  GAO/HRD-92-22).  The  GAO  found  that  suppliers  do  not  have 
accounting  records  that  include  the  per  item  costs  of  DME  items  nor  do  suppliers  maintain 
cost  records  in  a  manner  that  would  allow  the  GAO  to  readily  calculate  per  item  cost. 

Because  there  was  continuing  concern  in  this  area,  Congress  directed  HCFA  in  section 
135(c)  of  Public  Law  103-432  to  study  supplier  cost  data  and  the  extent  which  the  costs  vary 
by  geographic  region.  As  a  result  of  this  directive  HCFA  entered  into  a  contract  with  Jing 
Xing  Health  and  Safety  Resources,  Inc.  in  order  to  conduct  this  study.  Included  in  the 
enclosed  Report  to  Congress  is  a  copy  of  Jing  Xing's  report,  entitled  "Durable  Medical 
Equipment  Supplier  Product  And  Service  Cost  Study." 

The  report  by  Jing  Xing  indicates  that  although  there  is  variation  in  product  and  service  cost 
shares,  the  data  searches  made  in  the  study  did  not  yield  the  kinds  of  data  necessary  to 
provide  specific  answers  to  the  questions  raised  in  the  congressional  mandate  on  variations 
in  the  product  and  service  cost  shares  of  DME  items.  There  is  some  limited  data  available 
for  estimating  the  overall  product  and  service  cost  shares  for  all  DME  items.  However,  data 
could  not  be  acquired  within  the  scope  of  the  study  on  the  levels  of  variation  in  cost  shares 
by  type  of  DME  item  or  by  geographic  location. 

Based  on  this  information,  the  Jing  Xing  report  concluded  that  the  construction  of  a 
geographic  payment  index  for  DME  will  present  a  very  difficult  challenge  to  HCFA  because 
of:  (1)  the  inability  of  DME  suppliers  to  readily  provide  the  kinds  of  item  specific  cost  data 
normally  used  in  developing  geographic  payment  indices;  (2)  the  lack  of  data  and 
standardization  on  cost  shares  by  product  type;  and  (3)  the  likely  objections  that  would  be 
raised  by  any  methodology  that  estimates  cost  shares  and  geographic  variation  using  proxy 
data. 
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Based  on  Jing  Xing  s  findings,  we  believe  that  there  are  variations  in  proportions  of  DME 
supplier  product  and  service  costs  by  type  of  equipment  and  that  service  costs  exhibit  much 
greater  geographic ^variation  than  do  product  costs.  However,  as  Jmg  Xing's  analysis  points 
out,  the  available  data  are  not  suitable  for  developing  a  sound  and  acceptable  set  of  product, 
type-specific  geographic  adjustments  for  Medicare  payment  applications.  Therefore  based 
on 1(1)  Congress  historical  concerns  over  the  wide  variation  in  payment  amounts  among 
ttffoQn  f T!   ,  Congress'  desire  to  reduce  such  variation  (as  evidenced  by 

I  ,2  kf^n)  90? (2)     Iack  °f  rdiable  suPPlier  cost  data  <as  reported  by  GAO  and 
substantiated  by  Jmg  Xing's  findings),  we  recommend  that  Congress  take  no  action  at  this 
time  that  would  provide  a  geographic  cost  adjustment  index  for  suppliers  of  DME. 

Both  the  Actmimstration  and  Congress  are  closely  scrutinizing  the  Medicare  program  for 
opportunities  to  reduce  expenditures  in  order  to  protect  the  long-term  health  of  the 
Medicare  trust  funds  and  to  protect  the  well  bemg  of  Medicare  beneficiaries  Utilizing 
competitive  bidding  to  establish  Medicare  payments  for  certain  items  and  services  is  one 
such  proposal  under  consideration.  HCFA  believes  that  Medicare  frequently  pays  too  much 
tor  durable  medical  equipment  and  believes  that  competitive  bidding,  which  is  used  by  the 
Veterans'  Admimstration  and  other  federal,  state  and  private  health  care  purchasers  would 
ensure  that  reliable  market  prices  are  paid  for  these  items.  The  statute,  however  does  not 
permit  HCFA  to  set  Medicare  payment  rates  based  on  a  competitive  bidding  process 
Instead,  payments  for  medical  equipment  and  supplies  are  based  on  a  formula  established  by 
the  Omnibus  Budget  Reconciliation  Act  of  1987.  Unless  otherwise  specified  by  Congress 
these  amounts  have  been  increased  annually  (based  on  statutory  mandates)  to  account  for  ' 
inflation  by  applying  the  Consumer  Price  Index  for  all  Urban  Consumers  (CPI-U). 

Although  HCFA  does  not  have  the  authority  to  use  competitive  bidding  to  establish 
Medicare  payment  rates  on  a  permanent  basis,  we  do  have  the  authority  to  pilot  new 
payment  methods  such  as  competitive  bidding  under  our  general  demonstration  authority. 
To  that  end,  HCFA  is  currently  designing  a  demonstration  m  which  Medicare  payment  rates 
for  certain  items  will  be  established  based  on  submitted  bids  by  suppliers  in  certain 
geographic  areas.  We  believe  that  utilizing  competitive  bidding  to  establish  Medicare 
payment  amounts  would  appropriately  address  Congressional  concerns  involving  the 
recognition  of  (1)  costs  attributable  to  the  service  and  product  components  of  furnishing  the 
equipment  and  (2)  the  extent  to  which  the  propomons  vary  by  type  of  equipment  and  by  the 
geographic  region  in  which  the  supplier  is  located. 
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The  estimated  cost  to  prepare  this  report  is  $125,000. 

I  am  also  sending  a  copy  of  this  report  to  the  Chairman  of  the  House  Ways  and  Means 
Committee  and  the  House  Commerce  Committee. 

Sincerely, 

-MMJ 

iruce  C.  Vladeck  V 
Administrator 

Enclosure 
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EXECIJTTVF.  SUMMARY 


The  purpose  of  this  report  is  to  comply  with  section  135(c)  of  the  Social  Security  Act 
Amendments  of  1994  (Public  Law  103-432).  This  section  requires  the  Administrator  of 
the  Health  Care  Financing  Administration  to: 

o       Collect  data  on  supplier  costs  of  durable  medical  equipment  (DME)  for  which 
payment  is  made  under  Part  B  of  the  Medicare  program. 

o       Analyze  the  collected  data  to  determine  ( 1 )  the  proportions  of  such  costs 

attributable  to  the  service  and  product  components  of  furnishing  the  equipment 
and  (2)  the  extent  to  which  the  proportions  vary  by  type  of  equipment  and  by 
the  geographic  region  in  which  the  supplier  is  located. 

o  Submit  a  report  to  the  Committees  on  Ways  and  Means  and  Commerce  of  the 
House  of  Representatives  and  the  Committee  on  Finance  of  the  Senate  on  the 
data  collected  and  the  analysis  conducted.  The  report  is  to  include  the 
Administrator's  recommendations  for  a  geographic  cost  adjustment  index  for 
suppliers  of  DME  and  an  analysis  of  the  impact  such  a  proposed  index  would 
have  on  Medicare  payments. 

Prior  to  implementation  of  the  fee  schedule  payment  methodology,  there  was  wide 
variation  in  payment  allowances  for  DME.  In  1990  the  General  Accounting  Office 
(GAO)  presented  testimony  before  the  Subcommittee  on  Health,  House  Committee  on 
Ways  and  Means  (GAO/T-HRD-90-32),  indicating  that  the  fee  schedules  that  went  into 
effect  in  1989  had  widely  varying  rates  for  the  same  or  similar  items  in  various  parts  of 
the  country.  The  GAO  stated  that  these  variances  were  not  reasonable.  Subsequently, 
Congress  addressed  the  wide  variation  in  payment  allowances  through  1990  legislation 
that  established  the  national  limitation  amounts,  limiting  the  variation  among  the  states  to 
no  more  than  15  percent. 

Concerns,  however,  have  arisen  over  the  differences  between  Medicare's  fees  and 
supplier  costs  of  providing  DME  and  what  effect  geographic  location  has  on  the  cost  of 
providing  equipment.  The  difficulty  in  addressing  these  concerns  has  always  been  the 
inability  to  obtain  reliable  supplier  cost  data.  For  example,  in  1991  GAO  attempted  to 
calculate  the  costs  that  suppliers  incurred  to  provide  DME  (Effect  of  DME  Fee  Schedules 
on  Six  Suppliers'  Profits,  GAO/HRD-92-22).  The  GAO  found  that  suppliers  do  not  have 
accounting  records  that  include  the  per  item  costs  of  DME  nor  do  suppliers  maintain  cost 
records  in  a  manner  that  would  allow  the  GAO  to  readily  calculate  per  item  cost. 

Because  there  was  continuing  concern  in  this  area.  Congress  directed  HCFA  in  section 
135(c)  of  Public  Law  103-432  to  study  supplier  cost  data  and  the  extent  which  the  costs 


vary  by  geographic  region.  As  a  result  of  this  directive  HCFA  entered  into  a  contract 
with  Jing  Xing  Health  and  Safety  Resources,  Inc.  in  order  to  conduct  this  study.  Included 
in  the  attached  Report  to  Congress  is  a  copy  of  Jing  Xing' s  report,  entitled  "Durable 
Medical  Equipment  Supplier  Product  And  Service  Cost  Study." 

The  Jing  Xing  report  indicates  that  although  it  is  obvious  that  there  is  variation  in  the 
product  and  service  cost  shares,  the  data  searches  made  in  the  study  did  not  yield  the 
kinds  of  data  necessary  to  provide  specific  answers  to  the  questions  raised  in  the 
Congressional  mandate  on  variations  in  the  product  and  service  cost  shares  of  DME 
items.  There  is  some  limited  data  available  for  estimating  the  overall  product  and  service 
cost  shares  for  all  DME  items.  However,  data  could  not  be  acquired  within  the  scope  of 
the  study  on  the  levels  of  variation  in  cost  shares  by  type  of  DME  item  or  by  geographic 
location. 

Based  on  this  information,  Jing  Xing  concluded  that  the  construction  of  a  geographic 
payment  index  for  DME  will  present  a  very  difficult  challenge  to  HCFA  because  of:  (1) 
the  inability  of  DME  suppliers  to  readily  provide  the  kinds  of  item  specific  cost  data 
normally  used  in  developing  geographic  payment  indices;  (2)  the  lack  of  data  and 
standardization  on  cost  shares  by  product  type;  and  (3)  the  likely  objections  that  would  be 
raised  by  any  methodology  that  estimates  cost  shares  and  geographic  variation  using 
proxy  data. 

Based  on  Jing  Xing's  findings,  we  believe  that  there  are  variations  in  proportions  of  DME 
supplier  product  and  service  costs  by  type  of  equipment  and  that  service  costs  exhibit 
much  greater  geographic  variation  than  do  product  costs.  However,  as  Jing  Xing's 
analysis  points  out,  the  available  data  are  not  suitable  for  developing  a  sound  and 
acceptable  set  of  product-type-specific  geographic  adjustments  for  Medicare  payment 
applications.  Therefore,  based  on  (1)  Congress'  historical  concerns  over  the  wide 
variation  in  payment  amounts  among  different  geographic  areas  and  Congress'  desire  to 
reduce  such  variation  (as  evidenced  by  the  1990  legislation)  and  (2)  the  lack  of  reliable 
supplier  cost  data  (as  reported  by  GAO  and  substantiated  by  Jing  Xing's  findings),  we 
recommend  that  Congress  take  no  action  at  this  time  that  would  provide  a  geographic  cost 
adjustment  index  for  suppliers  of  DME. 

Both  the  Administration  and  Congress  are  closely  scrutinizing  the  Medicare  program  for 
opportunities  to  reduce  expenditures  in  order  to  protect  the  long-term  health  of  the 
Medicare  trust  funds  and  to  protect  the  well  being  of  Medicare  beneficiaries.  Utilizing 
competitive  bidding  to  establish  Medicare  payments  for  certain  items  and  services  is  one 
such  proposal  under  consideration.  HCFA  believes  that  Medicare  frequently  pays  too 
much  for  durable  medical  equipment  and  believes  that  competitive  bidding,  which  is  used 
by  the  Veterans'  Administration  and  other  federal,  state  and  private  health  care 
purchasers,  would  ensure  that  reliable  market  prices  are  paid  for  these  items.  The  statute, 


however,  does  not  permit  HCFA  to  set  Medicare  payment  rates  based  on  a  competitive 
bidding  process.  Instead,  payments  for  medical  equipment  and  supplies  are  based  on  a 
formula  established  by  the  Omnibus  Budget  Reconciliation  Act  of  1987.  Unless 
otherwise  specified  by  Congress,  these  amounts  have  been  increased  annually  (based  on 
statutory  mandates)  to  account  for  inflation  by  applying  the  Consumer  Price  Index  for  all 
Urban  Consumers  (CPI-U). 

Although  HCFA  does  not  have  the  authority  to  use  competitive  bidding  to  establish 
Medicare  payment  rates  on  a  permanent  basis,  we  do  have  the  authority  to  pilot  new 
payment  methods  such  as  competitive  bidding  under  our  general  demonstration  authority. 
To  that  end,  HCFA  is  currently  designing  a  demonstration  in  which  Medicare  payment 
rates  for  certain  items  will  be  established  based  on  submitted  bids  by  suppliers  in  certain 
geographic  areas.  We  believe  that  utilizing  competitive  bidding  to  establish  Medicare 
payment  amounts  would  appropriately  address  Congressional  concerns  involving  the 
recognition  of  (1)  costs  attributable  to  the  service  and  product  components  of  furnishing 
the  equipment  and  (2)  the  extent  to  which  the  proportions  vary  by  type  of  equipment  and 
by  the  geographic  region  in  which  the  supplier  is  located. 


I.  Purpose  of  This  Report 


The  purpose  of  this  report  is  to  comply  with  section  135(c)  of  the  Social  Security  Act  (the 
Act)  Amendments  of  1994  (Public  Law  103-432).  This  section  requires  the 
Administrator  of  the  Health  Care  Financing  Administration  to: 

o       Collect  data  on  supplier  costs  of  durable  medical  equipment  (DME)  for  which 
payment  is  made  under  Part  B  of  the  Medicare  program. 

o       Analyze  the  collected  data  to  determine  ( 1)  the  proportions  of  such  costs 

attributable  to  the  service  and  product  components  of  furnishing  the  equipment 
and  (2)  the  extent  to  which  the  proportions  vary  by  type  of  equipment  and  by 
the  geographic  region  in  which  the  supplier  is  located. 

o       Submit  a  report  to  the  Committees  on  Ways  and  Means  and  Commerce  of  the 
House  of  Representatives  and  the  Committee  on  Finance  of  the  Senate  on  the 
data  collected  and  the  analysis  conducted.  The  report  is  to  include  the 
Administrator's  recommendations  for  a  geographic  cost  adjustment  index  for 
suppliers  of  DME  and  an  analysis  of  the  impact  such  proposed  index  would 
have  on  Medicare  payments. 

II.  Background 

Since  1989,  Medicare  has  paid  for  DME  under  Part  B  on  the  basis  of  a  fee  schedule 
methodology  using  historical  data  from  1986  through  1987.  A  fee  for  each  item  of  DME 
is  calculated  for  each  state.  The  state  fees  for  each  item  of  DME  may  not  exceed  national 
limited  payment  amounts.  The  national  limited  payment  amounts  have  both  floors  and 
ceilings.  The  ceiling  is  defined  as  the  national  median  of  all  the  states'  payment  amounts; 
the  floor  is  defined  as  85  percent  of  the  national  median.  Thus,  the  difference  between 
the  highest  and  lowest  fee  for  each  item  is  never  more  than  15  percent  nationally. 

Prior  to  implementation  of  the  fee  schedule  payment  methodology,  there  was  wide 
variation  in  payment  allowances  for  DME.  In  1990  the  General  Accounting  Office 
(GAO)  presented  testimony  before  the  Subcommittee  on  Health,  House  Committee  on 
Ways  and  Means  (GAO/T-HRD-90-32),  indicating  that  the  fee  schedules  that  went  into 
effect  in  1989  had  widely  varying  rates  for  the  same  or  similar  items  in  various  parts  of 
the  country.  The  GAO  stated  that  these  variances  were  not  reasonable.  Subsequently, 
Congress  addressed  the  wide  variation  in  payment  allowances  through  1990  legislation 
that  established  the  national  limitation  amounts,  limiting  the  variation  among  the  states  to 
no  more  than  15  percent. 


Concerns,  however,  have  arisen  over  the  differences  between  Medicare's  fees  and 
supplier  costs  of  providing  DME  and  what  effect  geographic  location  has  on  the  cost  of 
providing  equipment.  The  difficulty  in  addressing  these  concerns  has  always  been  the 
inability  to  obtain  reliable  supplier  cost  data.  For  example,  in  1991  GAO  attempted  to 
calculate  the  costs  that  suppliers  incurred  to  provide  DME  (Effect  of  DME  Fee  Schedules 
on  Six  Suppliers'  Profits,  GAO/HRD-92-22).  The  GAO  found  that  suppliers  do  not  have 
accounting  records  that  include  the  per  item  costs  of  DME  nor  do  suppliers  maintain  cost 
records  in  a  manner  that  would  allow  the  GAO  to  readily  calculate  per  item  cost. 

Because  there  was  continuing  concern  in  this  area,  Congress  directed  HCFA  in  section 
135(c)  of  Public  Law  103-432  to  study  supplier  cost  data  and  the  extent  which  the  costs 
vary  by  geographic  region.  As  a  result  of  this  directive  HCFA  entered  into  a  contract 
with  Jing  Xing  Health  and  Safety  Resources,  Inc.  in  order  to  conduct  this  study.  Included 
in  the  attached  Report  to  Congress  is  a  copy  of  Jing  Xing's  report,  entitled  "Durable 
Medical  Equipment  Supplier  Product  And  Service  Cost  Study." 

III.  Highlights  of  Jing  Xing  Report 

o  For  DME  products,  there  is  a  wide  range  in  the  proportions  of  costs  required  to  service 
the  individual  items.  At  one  level,  it  is  intuitively  obvious  that  certain  DME  categories 
require  a  much  larger  service  component  such  as  oxygen  than  others,  such  as  walkers 
or  canes.  The  latter  does  not  involve  very  much,  if  any,  assembly,  patient  education, 
maintenance,  etc. 

o  Cost  share  data  is  not  the  kind  of  information  that  is  generally  available  at  the  product 
level  in  the  accounting  systems  of  DME  suppliers.  Also,  there  is  a  lack  of 
standardization  in  both  private  industry  and  government  in  defining  the  specific 
product  and  service  components  of  DME  costs. 

o  Among  study  participants,  the  costs  of  acquiring  DME  items  are  generally  the  same 
around  the  country  with  the  exception  of  Alaska  and  Hawaii  where  shipping  costs  are 
greater.  However,  service  costs  do  vary  with  the  largest  geographic  variation  resulting 
from  labor  costs. 

o  Statistical  tests  using  readily  available  wage  indices  including  those  used  for 

determining  Medicare  hospital  and  physician  payments  indicated  that  these  indices  are 
not  useful  for  predicting  variations  in  DME  costs. 


o 


There  are  a  number  of  alternatives  which  HCFA  can  consider  to  determine  variations 
in  DME  cost  shares. 


1.  Convene  an  expert  panel  which  would  utilize  a  consensus  process  to  attempt  to 
obtain  "average"  cost  share  estimates  for  commonly  furnished  items  of  DME. 

2.  Conduct  a  national  survey  of  DME  suppliers  to  develop  a  geographic  cost  index 
using  a  market  basket  of  DME  items.  Such  a  survey  which  would  be  difficult, 
relatively  costly,  and  require  compliance  by  DME  suppliers,  may  be  the  only 
way  to  currently  develop  a  geographic  payment  index  based  on  actual  DME 
cost  experience. 

3.  Estimate  variations  in  DME  cost  shares  and  develop  a  geographic  payment 
index  using  currently  available  proxy  data.  Such  a  geographic  payment  index 
using  proxy  data  and  a  complex  methodology  may  prove  to  be  unsuccessful  and 
might  not  be  well  accepted  by  the  DME  industry. 

o  Jing  Xing  concluded  that  the  construction  of  a  geographic  payment  index  for  DME 
will  present  a  very  difficult  challenge  to  HCFA  because  of:  (1)  the  inability  of  DME 
suppliers  to  readily  provide  the  kinds  of  item  specific  cost  data  normally  used  by 
HCFA  in  developing  geographic  payment  indices;  (2)  the  lack  of  data  and 
standardization  on  cost  shares  by  product  type;  and  (3)  the  likely  objections  that  would 
be  raised  by  any  methodology  that  estimates  cost  shares  and  geographic  variation  using 
proxy  data. 

IV.  Recommendation 

Based  on  Jing  Xing's  findings,  we  believe  that  there  are  variations  in  proportions  of  DME 
supplier  product  and  service  costs  by  type  of  equipment  and  that  service  costs  exhibit 
much  greater  geographic  variation  than  do  product  costs.  However,  as  Jing  Xing's 
analysis  points  out,  the  available  data  are  not  suitable  for  developing  a  sound  and 
acceptable  set  of  product-type-specific  geographic  adjustments  for  Medicare  payment 
applications.  Therefore,  based  on  (1)  Congress'  historical  concerns  over  the  wide 
variation  in  payment  amounts  among  different  geographic  areas  and  Congress'  desire  to 
reduce  such  variation  (as  evidenced  by  the  1990  legislation)  and  (2)  the  lack  of  reliable 
supplier  cost  data  (as  reported  by  GAO  and  substantiated  by  Jing  Xing's  findings),  we 
recommend  that  Congress  take  no  action  at  this 

time  that  would  provide  a  geographic  cost  adjustment  index  for  suppliers  of  DME. 

Both  the  Administration  and  Congress  are  closely  scrutinizing  the  Medicare  program  for 
opportunities  to  reduce  expenditures  in  order  to  protect  the  long-term  health  of  the 
Medicare  trust  funds  and  to  protect  the  well  being  of  Medicare  beneficiaries.  Utilizing 
competitive  bidding  to  establish  Medicare  payments  for  certain  items  and  services  is  one 


such  proposal  under  consideration.  HCFA  believes  that  Medicare  frequently  pays  too 
much  for  durable  medical  equipment  and  believes  that  competitive  bidding,  which  is  used 
by  the  Veterans'  Administration  and  other  federal,  state  and  private  health  care 
purchasers,  would  ensure  that  reliable  market  prices  are  paid  for  these  items.  The  statute, 
however,  does  not  permit  HCFA  to  set  Medicare  payment  rates  based  on  a  competitive 
bidding  process.  Instead,  payments  for  medical  equipment  and  supplies  are  based  on  a 
formula  established  by  the  Omnibus  Budget  Reconciliation  Act  of  1987.  Unless 
otherwise  specified  by  Congress,  these  amounts  have  been  increased  annually  (based  on 
statutory  mandates)  to  account  for  inflation  by  applying  the  Consumer  Price  Index  for  all 
Urban  Consumers  (CPI-U). 

Although  HCFA  does  not  have  the  authority  to  use  competitive  bidding  to  establish 
Medicare  payment  rates  on  a  permanent  basis,  we  do  have  the  authority  to  pilot  new 
payment  methods  such  as  competitive  bidding  under  our  general  demonstration  authority. 
To  that  end,  HCFA  is  currently  designing  a  demonstration  in  which  Medicare  payment 
rates  for  certain  items  will  be  established  based  on  submitted  bids  by  suppliers  in  certain 
geographic  areas.  We  believe  that  utilizing  competitive  bidding  to  establish  Medicare 
payment  amounts  would  appropriately  address  Congressional  concerns  involving  the 
recognition  of  (1)  costs  attributable  to  the  service  and  product  components  of  furnishing 
the  equipment  and  (2)  the  extent  to  which  the  proportions  vary  by  type  of  equipment  and 
by  the  geographic  region  in  which  the  supplier  is  located. 
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EXECUTIVE  SUMMARY 


r.ro  P  n  9  XmgAH,ealth  and  Safety  Resources,  Inc.  provided  assistance  to  the  Health 
Care  Financing  Adm.n.strat.on  (HCFA)  in  conducting  a  study  of  variations  in  durab e 

Ea^DmPnt\U,Pmrntp(DHME)  C0Sts"  The  ^ect  ^titled  "Durable  Medical 

Number  H C ^ A^  5 ^-9^-0^4  "  ^  ^ "'        ™<*««  ^  ^ract 

*w  JohQ  Pr°jf cl  W3S  initi3ted  in  resP°nse  to  Section  135(c)(1)  of  Public  Law  103- 
432  the  Social  Security  Act  Amendments  of  1994,  which  requi  es  HCFA  to  "co Hect 

e  T?7xToit:tTab]e  mediCa'  GqUipment  f°r  which  Payment  may  be  made 
under  Part  B  of  the  medicare  program,  and  analyze  such  data  to  determine  the 
proportions  of  such  costs  attributable  to  the  service  and  produc  components  of 
furnishing  such  equipment  and  the  extent  to  which  such  proportions     "  by  tyte  o 
equipment  and  by  the  geographic  region  in  which  the  supplier  is  located.' 

rental  of  DMF 'itplT^  ^  the  MediC3re  program  for  the  P^hase  and 

rental  of  DME  items  amounted  to  almost  $4  billion.  Over  the  years,  concerns  have 

,Se-H-0VnJ2  d,fferences  between  Medicare  prices  for,  and  supper  costs  of 
proving  DME  items  and  2)  whether  the  fee  schedules  are  reasonably  adjusted  to 
reflect  current  market  forces.  y  dUJUsrea  to 

The  major  project  tasks  consisted  of  the  following: 

1 .  Assist  in  the  preparations,  arrangements  and  the  conduct  of  a  meetinq 
of  a  Federal  Advisors  Panel. 

2.  Assist  in  the  preparations,  arrangements  and  the  conduct  of  a  meetinq 
with  representatives  of  the  DME  supplier  industry. 

3'  ™^UCX  a  literature  search  and  review  of  studies,  articles  and  reports  on 
DME  under  Medicare  and  DME  supplier  costs  and  their  variation. 

4.  Assist  in  the  acquisition  and  analysis  of  available  government  data 
industry  public  information  and  data  supplied  voluntarily  by  the  supplier 
industry  regarding  DME  supplier  costs  and  their  variation. 

5.  Prepare  an  analytical  report  on  data  availability  and  options  for  gathering 
additional  data  that  might  be  used  to  establish  a  Medicare  geographic 
payment  adjustment. 

Several  issues  arise  in  interpreting  and  defin.ng  the  specific  requirements  of  the 
congressional  mandate  to  study  the  variations  in  supplier  costs  of  DME  items  Some 
of  these  key  issues  are: 
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1 .  Defining  and  determining  specific  cost  share  categories  of  DME  items. 

2.  Determining  which  DME  items  to  include.  There  are  hundreds  of  DME 
-terns  that  fall  ,nto  several  HCFA  categories.  Many  require Ittle  0?  no 
serving,  others  are  customized  or  require  frequent  and  substantial 
servicing.  Further,  some  items  are  purchased  an<3  others  are  rented 

3'      2T2?R  ^  TPr°P/iate  9eoqraPhic  ^els  (e.g.,  urban/rural,  region, 
snares  ^  *"  ^  °f  V8riati°n  in  product  and  service  cost 

In  summary,  the  objectives  of  the  project  tasks  were  1)  to  search  fnr  av,a;iah. 
data  and  2,  lacking  required  data,  to  investigate  alternativ opt 2TC5££^ 
the  congressional  mandate.  Several  conclusions  were  reached  Lfte/cS^the 
literature  reviews  and  consulting  with  members  of  the  Federal  Adviwr^  Pane?  and 
representatives  of  the  DME  industry.  Mavisory  ranel  and 

At  one  level,  it  is  intuitively  obvious  that  certain  DME  categories  require  a  much 
larger  service  component  than  others.  To  illustrate,  the  service  comp^S  p^S 
oxygen  equipment  is  a  larger  proportion  of  costs  than,  for  examp^eMinoTJX^ 

™::r does  not  invo,ve  verv  much' if  a^  ^A^x 

th.  «»t lth°U9li *  iS  °bJVi0US  th3t  th6re  iS  variation  in  Product  a"d  service  cost  shares 
the  data  searches  made  in  this  study  did  not  yield  the  kinds  of  data  necessZ  to 
provide  speofjc  answers  to  the  questions  raised  in  the  Congressional  mandate  on 
variations  m  the  product  and  service  cost  shares  of  DME  items  There  is  some  Nmited 
data  available  for  estimating  the  overall  product  and  service  cost  shares  for  a H  DME 
.terns.  However,  data  could  not  be  acquired  within  the  scope  of  this  study  on  the 
levels  of  variation  ,n  cost  shares  by  type  of  DME  item  or  by  geographic  locatbn 

nrnH„rMpwf.h?reth         ""J*        °f  information  that  is  generally  available  at  the 
iCtHlevl  mthe  ^counting  systems  of  DME  suppliers.  Also,  there  is  a  lack  of 
standardization  ,n  both  the  private  industry  and  government  in  defining  the  specific 
product  and  service  components  of  DME  costs.  ^ 

imnartTh,ere,was  a  9eneral  consensus  among  study  participants  that  excluding  the 
impact  of  volume  purchasing  the  costs  of  acquiring  DME  items  (i.e.,  wholesale  costs) 
are  generally  the  same  around  the  country  with  the  possible  exceptions  of  Alaska  and 
Hawaii  where  shipping  costs  are  greater. 

There  was  also  general  agreement  that  service  costs  do  vary  with  the  largest 
geographic  variation  resulting  from  labor  costs.  Limited  tests  using  Medicare  data 
provide  support  for  the  theory  that  geographic  variation  in  the  costs  of  providing  DME 
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is  primarily  caused  by  service  components. 


Assuming  that  most  of  the  geographic  variation  in  DME  costs  is  attributable  to 
service  components,  statistical  tests  were  made  to  determine  if  Medicare  fee  schedule 
data  would  be  highly  correlated  with  geographic  variations  in  various  wage  indices 
including  those  used  for  determining  Medicare  hospital  and  physician  payments  The 
results  were  negative  indicating  that  this  readily  available  data  is  not  useful  for 
predicting  variations  in  DME  costs. 

There  are  a  number  of  alternatives  available  which  HCFA  can  consider  to 
determine  variations  in  DME  cost  shares.  The  first  is  to  convene  an  expert  panel  of 
individuals  which  would  utilize  a  consensus  or  Delphi-type  process,  to  attempt  to 
determine  "average"  cost  share  estimates  for  commonly  furnished  items  of  DME. 

Using  a  market  basket  of  DME  items,  a  national  survey  of  DME  suppliers  could 
be  conducted  to  develop  a  geographic  cost  index.  Such  a  survey  which  would  be 
difficult,  relatively  costly,  and  require  compliance  by  DME  suppliers,  may  be  the  only 
way  to  currently  develop  a  geographic  payment  index  based  on  actual  DME  cost 
experience. 


Another  alternative  would  be  to  estimate  variations  in  DME  cost  shares  and 
develop  a  geographic  payment  index  using  proxy  data  currently  available  without 
having  to  rely  on  data  that  otherwise  would  have  to  be  acquired  from  DME  suppliers. 

One  example  of  such  a  conceptual  approach  is  described  in  this  report.  It  is 
based  on  accounting  identities  to  provide  an  index  of  the  ratios  of  service  costs  to 
total  costs  by  geographic  area.  If  tests  of  the  methodology  were  to  be  successful,  it 
would  provide  comparisons  of  index  levels  for  different  geographic  areas  and  have 
potential  use  for  addressing  the  data  requirements  in  the  Congressional  mandate. 
However,  it  should  be  noted  that  a  geographic  payment  index  constructed  using  proxy 
data  and  a  complex  methodology  might  not  be  well-accepted  by  the  DME  industry. 

In  summary,  the  construction  of  a  geographic  payment  index  for  durable 
medical  equipment  will  present  a  very  difficult  challenge  to  HCFA  because  of  1)  the 
inability  of  DME  suppliers  to  readily  provide  the  kinds  of  item  specific  cost  data 
normally  used  by  HCFA  in  developing  geographic  payment  indices,  2)  the  lack  of  data 
and  standardization  on  cost  shares  by  product  type,  and  3)  the  likely  objections  that 
would  be  raised  by  any  methodology  that  estimates  cost  shares  and  geographic 
variation  using  proxy  data. 
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INTRODUCTION 


Background 


The  purpose  of  this  contract  is  to  provide  the  Health  Care  Financing 
Administration  (HCFA)  with  assistance  in  conducting  a  study  of  the  variations  in 
durable  medical  equipment  (DME)  supplier  costs. 

DME  is  covered  under  Part  B  of  the  Medicare  program.  It  includes  medical 
equipment  prescribed  for  use  in  the  home  and  encompasses  such  products  as  oxygen 
equ.pment,  wheelchairs,  hospital  beds,  nebulizers,  canes,  walkers  and  other 
equipment. 

,  'x  I??,-4-'  a"0Wed  char9es  under  the  Medicare  program  for  the  purchase  and 
rental  of  DME  items  amounted  to  almost  $4  billion.  Nearly  two  thirds  of  the  charges 
represented  rentals  of  DME.  Determinations  on  whether  payments  should  be  made  on 
the  basis  of  either  rental  or  purchase  depend  on  which  is  more  economical  or 
practical. 

Medicare  classifies  DME  into  several  payment  categories  as  follows: 

*  Inexpensive  or  other  routinely  purchased  DME. 

*  Items  requiring  frequent  and  substantial  servicing. 

*  Customized  items. 

*  Oxygen  and  oxygen  equipment. 

*  Other  items  of  DME  (capped  rental  items). 

Since  1989,  Medicare  has  used  fee  schedules  to  set  payment  rates  for  each 
category  of  DME.  The  fee  schedules  are  adjusted  annually  by  a  covered  item  update 
factor.  For  the  most  part,  claims  and  other  administrative  requirements  are  processed 
through  four  Durable  Medical  Equipment  Regional  Carriers  (DMERCs). 

Over  the  years,  concerns  have  arisen  over  1)  differences  between  Medicare 
prices  for,  and  supplier  costs  of,  providing  DME  items  and  2)  whether  the  fee 
schedules  are  reasonably  adjusted  to  reflect  current  market  forces.  In  response  to 
these  concerns,  several  actions  have  been  taken.  For  example,  Medicare  prices  for 
certain  DME  items  can  be  adjusted  by  the  inherent  reasonableness  provisions  of  the 
regulatory  process.  Another  is  a  demonstration  project  that  HCFA  is  developing  to  test 
whether  competitively  bid  prices  can  be  used  to  purchase  certain  kinds  of  DME  for 
Medicare  beneficiaries.  This  demonstration  and  other  competitive  bidding  experiences 
(e.g.,  Department  of  Veterans  Affairs  and  some  state  Medicaid  programs)  may  also 
provide  HCFA  with  information  on  the  geographic  variations  in  DME  costs. 
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This  project  was  initiated  in  response  to  Section  iwwmi  „<  d  u- 
432,  ,he  Social  Security  Act  Amendments  ol M 1994  w"ch 'reauil  hcI°a T  If 
and  report  on  the  variations  in  product  cost  shares  an  I  th,  »^  ™  .  S,Udy 

DME  items.  Congress  also  wanted  to  ktZ^^ZZTc^Z^  *Tl  f°r 
of  equipment,  and  whether  they  vary  geographSy  "V 

Congressional  Mandate 

The  following  language  is  from  Section  135(c)  of  P  L  103  4?  tho  q«  •  . 
Security  Amendments  of  1994;  iiw-42,  the  Social 

costs'-  STUDY  0F  variations  in  durable  medical  equipment  supplier 

(1)  COLLECTION  AND  ANALYSIS  OF  SUPPLIER  COST  DATA  Th 
Administrator  of  the  Health  Care  Financing  Administrator ?  shall T  in ,  conXtion 
appropriate  organizations,  collect  data  on  supplier  cost  of  du  il?Z 
for  which  payment  may  be  made  under  PaT^ 

analyze  such  data  to  determine  the  proportions  of  such  costs  Suable  to  thi 
service  and  product  components  of  furnishing  such  equipment  and  the  extent  to 

.ater  than  5u!yT^  *  GE°GRAPH'C  ADJUSTMENT  INDEX;  REPORTS  -  Not 

r«Lmt^m,n?!St°r  Sha"  SUbmit  3  report  t0  the  Committee  on  Energy  and 
Commerce  and  Ways  and  Means  of  the  House  of  Representatives  and  the 
Comm.ttee  on  Finance  of  the  Senate  on  the  data  co.lected  and  the  analysis 
conducted  under  paragraph  (1),  and  shall  include  in  such  report  the 
Administrator  s  recommendations  for  a  geographic  cost  adjustment  index  for 
suppliers  of  durable  medical  equipment  under  the  Medicare  program  and  an 

l^nZ      /  'mPaCt  °f  SUCh  Pr°P0Sed  index  0n  PaVments  ""der  the  Medicare 
program,  ana 

(B)  the  Comptroller  General  shall  submit  a  report  to  the  Committee  on  Energy 
and  Commerce  and  Ways  and  Means  of  the  House  of  Representatives  and  the 
Committee  on  Finance  of  the  Senate  analyzing  on  a  geographic  basis  the 
supplier  costs  of  durable  medical  equipment  under  the  Medicare  program. 

reoort  'to  'ZT^  n  HCFA  M™™™<>r  submitted  an  interim 

report  to  the  Chairman,  Comm.ttee  on  Ways  and  Means,  House  of  Representatives 
The  report  briefly  described  this  project  and  stated  that  a  final  re^w^uW  to 
provided  within  90  days  of  receipt  of  findings  from  the  study. 
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DISCUSSION 
Issues  in  Determining  Requirements 

There  are  a  number  of  issues  that  arise  in  interpreting  and  defining  the  soecific 

ZeTTtu        C°TSSi0nal  mand3te  t0  StUdy  variations 

!  tTt'h  fUe!  haVe  3  d,r6Ct  impaCt  0n  which  methodological  approaches 
might  best  be  used  to  determ.ne  the  availability  of,  and  how  to  acquire  the  data 
required  to  meet  project  objectives.  These  key  issues  are  described  below. 

Defining  Cost  Shams 

Defining  and  determining  specific  cost  share  categories  of  DME  items  in  a 
standard  manner  is  a  difficult  task.  There  are  no  standard  definitions  used  un.versal.y 
for  categor.es  of  product  costs,  service  costs  and  overhead.  For  example  product 
cost  can  be  defined  as  the  wholesale  cost  of  a  DME  item.  Alternatively  product  coS?s 
can  be  defined  more  broadly  to  include  shipping,  storage,  assembly,  and  poss ibly  even 
the  costs  associated  with  selling  the  item.  Mowwyeven 

The  service  component  presents  the  same  dilemma;  it  can  be  defined  very 
2  :  P^-entVfamily  education,  set  up,  delivery,  maintenance  and  repaid 
w.th  all  othe  costs  cons.dered  product  costs.  Also,  neither  the  service  nor  product 
component  clearly  includes  such  costs  as  authorization,  billing,  supplier  overhead,  etc . 

m  rt'  1"hceGeneral  Amounting  Office  in  its  report  entitled  "Medicare,  Effect  of  Durable 
Medical  Equipment  Fee  Schedules  on  Six  Suppliers'  Profits",  November  1991  fsee 
Appendix  C)  defined  cost  categories  as  follows: 

Direct  -  what  suppliers  paid  for  items  of  DME. 

Indirect  -  include  costs  that  are  related  to  providing  DME  to  the  patient 
e.g.,  delivery,  set  up,  education. 

Overhead  -  not  directly  related  to  providing  equipment,  e.g.,  space 
utilities,  marketing. 

At  the  onset  of  the  project,  it  was  determined  that  it  would  be  necessary  for 
our  study  to  be  flexible  in  defining  product  and  service  cost  shares.  Since  there  «s  a 
lack  of  standardization,  definitions  might  best  be  determined  by  the  types  of  data  that 
became  available.  Also,  based  on  concerns  over  the  potential  willingness  of  suppliers 
to  reveal  their  costs,  we  did  not  attempt  to  acquire  levels  of  cost  data,  but  rather  the 
shares  of  costs  represented  by  product  and  service  components. 

DME  Categories 

There  are  hundreds  of  DME  items  that  fall  into  several  HCFA  payment 
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categories.  Many  require  little  or  no  servicing,  others  are  customized  or  require 
frequent  and  substantial  servicing.  Further,  some  items  are  purchased  and  others  are 
rented.  Any  attempt  to  study  the  full  range  of  DME  items  would  be  well  beyond  the 
scope  of  this  project. 

Thus,  we  concluded  that  the  selection  of  DME  categories  and  items  for  such 
a  study  should  be  based  on  objectives  which  attempted  to  avoid  over  complication. 
It  was  determined  that  the  legislative  language  specifically  required  a  study  of  only 
DME  items  and  thus,  prosthetics,  orthotics  and  supplies  were  not  included.  It  was  also 
determined  that  a  reasonable  approach  would  require  selecting  representative  types 
of  equipment  and  distinguishing  rentals  and  purchases. 

Geographic  Variation 

The  Congressional  mandate  requires  a  study  to  determine  any  variations  in 
costs  by  the  geographic  region  in  which  the  supplier  is  located.  It  should  be  noted  that 
developing  a  geographic  cost  adjustment  index  (Section  (c)(2)  of  the  legislation)  was 
not  required  as  part  of  this  specific  project. 

Determining  the  appropriate  levels  of  geographic  analysis  (e.g.,  urban/rural, 
region,  state,  etc.)  is  a  difficult  task.  Currently,  the  Medicare  fee  schedules  are 
established  on  a  state-wide  basis.  There  has  not  been  any  expression  of  interest  on 
the  part  of  the  supplier  community  or  Congress  to  establish  fee  schedules 
distinguishing,  for  example,  between  urban  and  rural  areas  in  a  state.  At  the  same 
time,  it  is  entirely  possible  that  the  intra-state  variation  in  costs  is  as  great  as  the 
variation  between  states.  Others,  including  representatives  of  the  DME  industry  have 
suggested  that  while  rural  areas  may  have  lower  labor  and  rental  costs,  these 
differences  might  be  offset  by,  for  example,  substantially  higher  delivery  costs. 

Data  may  be  more  readily  available  by  Medicare  DMERC  regions.  However,  this 
level  of  aggregation  would  probably  be  too  broad  for  use  in  this  study  and  not 
representative  of  geographic  variation.  Other  possibilities  include  focussing  on  a  few 
high  and  low  cost  expense  areas,  using  the  geographic  practice  cost  indices  used  for 
paying  physicians  under  Medicare  as  a  guide  to  selecting  such  areas. 

As  with  the  other  issues  described  above,  it  was  decided  to  be  as  flexible  as 
possible  under  the  assumption  that  data  obtained  in  the  study  would  shed  additional 
light  on  determining  what  the  appropriate  levels  of  geographic  variation  should  be. 

Overview  of  Major  Tasks 

The  purpose  of  this  project  is  to  provide  HCFA  with  assistance  in  conducting 
a  study  on  the  variations  in  DME  supplier  costs.  The  study  is  required  for  preparing 
a  mandated  report  to  Congress.  Its  duration  is  approximately  8  months. 
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summarized  as  follows-  •  The  maj0r  tasks  can  be 


summarized  as  follows: 

1  ■      ^fpV^ar Pane,arran9ememS  C°"d"«  °f  *  "»••. 

2.  Assist  in  the  preparations,  arrangements  and  the  conduct  of  ^  mOQt 
with  representatives  of  the  DME  supplier  industry  9 

3.  Conduct  a  literature  search  and  review  of  studies  artiHo*  ^ 
DME  under  Medicare  and  DME 

a  bibliography  and  provide  copies  of  pertinent  reports.  P 

4.  Assist  in  the  acquisition  and  analysis  of  available  aovernmpnt  Ha*a 
industry  public ^information  and  data  supplied  vZteri?  Sy"h ^££i 
industry  regarding  DME  supplier  costs  and  their  variation 

5.  Prepare  an  analytical  report  on  data  availability  and  options  for  aatherinn 

ZZZZ^r* be  used  ,0  es,ablish  a  "52 !SS3 

6'      cXct.3  'inal  'ePOrt  summarizin9  the  *<"«<  Performed  under  the 

presenile  S ™,h0dS  ^  a"d  fi°di^  ^  *~  ,asks  is 
Federal  Advisory  Panel 

The  first  major  task  required  convening  a  meeting  of  Federal  advisors  to 
provide  advice  to  HCFA  on  its  study  of  the  variations  in  DME  suppHer  costs  This 
group  met  at  HCFA  headquarters  in  Baltimore,  Maryland  on  December  ^    1 995 
Appendix  A  ,s  a  report  which  describes  the  proceedings  and  idenSf  the  Vedera', 

The  panel  consisted  of  advisors  from  the  General  Accounting  Office  the 
Department  of  Veteran  Affairs,  the  Department  of  Defense,  the  General  Services 
Administration  and  the  Department  of  Health  and  Human  Services  The  HCFA 
members  included  staff  from  the  Office  of  Research  and  Demonstra  ions  tte  Bureau 
of  Policy  Development  and  the  Office  of  the  Inspector  General. 
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individual  DME  items. 

There  was  general  consensus  that  the  costs  of  acoi.irinn  a  niuic 
..e.,  wholesale  costs,  are  generally  the  same  Zo^Z7^  w!th 
^possible  exceptions  of  Alaska  and  Hawaii  where  shippin'cTts  are 

There  were  lengthy  discussions  on  the  wide  range  in  service  cost 
components  of  providing  specific  DME  items.  The  indL^  noted  tha??o 
products  wh.ch  do  not  have  a  service  cost  component  per  s sUpp  iers 

th  ,nScFA0SHS.SU?h  85  St0ra9f '  Se"ing  3nd  de,,VerV-  HID*  re~nded 
that  HCFA  develop  nat.onal  supplier  standards  on  the  services  it 

expected  suppliers  to  provide  for  specific  DME  items 

tSZSSH         °l  «e  indUStFV  rePresentatives  believed  that  there  were 
substantial  cost  differences  between  urban  and  rural  area*  thl! 
unsure  of  the  direction  of  the  differed T^2T!fc?S 
agreement  that  the  largest  geographic  variation  is  tn  labor  costs 
However,  no  conclusions  were  reached  on  differences  in  nPl  ° 
variation  or  at  what  leve.s  the  variation  should" hTSSL^SSffi 

low  "n9  35 rsME  C°StS      9enera"y  kn°Wn  t0  be  h*h  "--"rand 

The  diversity  of  the  DME  industry  and  how  it  impacts  on  this  study  was 
discussed  in  detail.  There  are  about  150  thousand  suppliers  of  DME 
products       nat,°nal  SUPPHerS  t0  indiVidUa'  dmg  stor^ Celling  a  few 

Although  the  industry  representatives  did  not  provide  any  data  at  the 
ma!  £9'h  TS  n0t!d  that  3ny  relevant  data  or  information  that  they 
confidlntiaT.    '      *  "      fUtUre  W°U'd  be  treated  as  proprietarV  and 

Appendix  B  describes  these  highlights  and  other  topics  in  detail. 
Literature  Review 

An  extensive  literature  search  and  review  was  conducted  of  studies  articles 
renv1er°ndu0dne! fc*  ^  *  °ME  SUPP"6r  C°StS  and 

1  •      Searches  of  online  data  base  systems  and  healthcare  lists. 
2.      HCFA  sponsored  studies. 


6. 
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3.      Other  Federal  agency  studies/sources. 


4.      Private  sector  studies/sources. 

The  literature  review  did  not  yield  any  reports  or  publications  that  provided 
direct  answers  to  the  specific  questions  raised  in  the  Congressional  mandate.  Results 
were  consistent  with  previous  reports  to  Congress  from  the  General  Accounting  Office 
which  concluded  that  there  is  little  uniformity  among  the  cost  accounting  systems  of 
the  DME  suppliers  that  they  studied  and  that  the  calculation  of  costs  down  to  the 
level  of  specific  DME  items  is  not  a  customary  industry  practice. 

There  are  however,  a  few  reports  and  surveys  which  provide  useful  insights 
such  as  expense  proportions  of  revenue,  revenue  and  income  by  size  of  firm,  and 
regional  variations  by  select  expense  and  annual  employee  income  categories. 

Appendix  C  is  a  report  which  describes  the  literature  review.  It  also  contains 
a  bibliography  and  copies  of  pertinent  reports. 

Data  Availability  and  Options 

This  section  contains  a  description  of  the  1 )  requirements  for  data  acquisition, 
2)  array  of  options  examined,  and  3)  analytical  findings. 

Requirements  for  Data  Acquisition 

The  project  required  providing  assistance  to  HCFA  in  the  acquisition  and 
analysis  of  data  gathered  on  the  product  and  service  costs  of  DME  suppliers  in  order 

to: 

1 .  Determine  the  overall  product  and  service  cost  shares  for  all  types  of 
equipment  on  a  national  basis. 

2.  Determine  the  variation  in  overall  shares  by  type  of  product  on  a  national 
basis. 

3.  Determine  the  geographic  variation  in  overall  cost  shares  for  all  types  of 
equipment. 

4.  Determine  the  geographic  variation  by  type  of  equipment. 
Options  Examined 

Several  options  for  acquiring  and  analyzing  data  to  study  the  variations  in  DME 
supplier  cost  shares  were  examined.  This  section  describes  these  activities. 
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1 .  Searches  for  Existing  Cost  Data 

A  major  effort  was  made  to  determine  the  availability  of  DME  cost  «haro 
information  from  available  government  data,  industry  public  Z^7a^dlt!Zt 
might  be  supplied  voluntarily  by  the  supplier  induTrv.  XoS^Xe^ 
efforts  included  an  extensive  literature  search,  discussions  with  members  of  the 

s^pnttnd^ry  Pane''  "*  C0nt3CtS  W*h  ^«^TtoME 

The  search  did  not  yield  the  kinds  of  data  necessary  to  provide  direct  answer, 
to  the  questions  raised  in  the  Congressional  mandate  The  da ^  was  either  no 

among  the  cost  accounting  systems  of  DME  suppliers  ^S^mJSS!^ 
calculation  of  costs  down  to  the  level  of  specific  products  is  notVc^tom.^  indus^ 

I.he"Lar!.  however'  a  ^w  reports  which  did  provide  useful  insights  for 
addressing  the  f.rst  data  requirement  of  estimating  the  overall  product  and  serv  ce 
cost  shares  of  DME  items.  The  best  example  is  the  report  1 995  HI  DA  Hom^Care 
Financial  Performance  Survey"  which  provides  baseline  data  from  69  home  care 
companies  for  the  1994  operating  year. 

Exhibit  1 1  of  the  HIDA  report  contains  data  on  industry  averages  expressed  as 
a  percent  of  revenues.  The  following  data  are  illustrative:  expressed  as 

*  Costs  of  goods  rented  and  sold         =  36%  of  revenue 

*  Total  operating  expenses  =  55%  of  revenue 
Total  personnel  expenses  =  33%  of  revenue 

*  Percent  of  total  revenue  from  rentals  =  55% 

Exhibit  12  also  provides  relative  industry  average  data  on  the  percent  of 
revenues  by  key  expense  categories  such  as  wages  and  salaries,  employee  benefits 
delivery  expense,  occupancy  expense,  etc.  The  report  displays  these  types  of  data  by 
size  of  firm  and  type  of  home  care  business.  V 

aa-.-  HI?^'S  ,1"4  financial  surveV  of  home  care  dealers  also  provides  some 
additional,  but  limited,  information  related  to  the  th.rd  data  requirement  of  determining 
the  geographic  variation  in  overall  shares  of  DME  costs.  Expense  categories  expressed 
as  a  percent  of  net  revenue  are  shown  geograph.cally  by  Medicare  region.  However 
the  report  provides  cautions  on  using  this  data  because  of  sample  size  variation  and 
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differences  among  individual  firms  that  are  included  in  the  regions. 

Copies  of  these  entire  reports  were  provided  to  HCFA  under  separate  cover. 
Included  in  the  reports  are  descriptions  of  the  survey  and  definitions  of  data  elements. 

While  the  annual  HIDA  Financial  Survey  data  report  may  be  the  most  extensive 
source  of  DME  cost  data,  it  still  does  not  answer  the  fundamental  questions  of  this 
study.  That  is,  it  does  not  show  product  or  service  cost  shares  by  type  of  DME  item 
nor  does  it  provide  any  reliable  data  on  geographic  variations  in  these  costs. 

2.  Comparing  Existing  Payment  Indexes 

We  also  sought  data  needed  for  determining  geographic  variations  in  the  cost 
shares  for  all  DME  items  and  by  product  type.  As  stated  earlier,  within  the  scope  of 
this  study,  we  were  not  able  to  acquire  data  on  cost  components  by  type  of 
equipment.  Also,  since  for  the  most  part  product  costs  do  not  vary  geographically, 
most  of  the  geographic  variations  in  costs  can  be  attributable  to  service  costs. 

Using  Medicare  fee  schedule  data,  we  thus  conducted  some  brief  statistical 
tests  of  the  assumption  that  low  service  DME  items  have  less  state-to-state  variation 
than  frequently  serviced  items.  We  used  1 989  base  fee  schedule  amounts  since  these 
are  the  amounts  on  which  the  current  fee  schedule  is  based  before  various  floor  and 
ceiling  caps  were  imposed.  The  statistics  for  a  few  select  DME  items  are  as  follows: 

Code        Description         Mean    StdDev      CV      From    To  Range/Mean 


Low-Service 


E0105  Canes/crutches 

$  38 

$  2.3 

0.060 

$  32 

$  44 

0.316 

E0135  Walkers 

64 

5.7 

0.089 

49 

76 

0.422 

E0163  Commodes/bed  pans  84 

8.0 

0.095 

61 

98 

0.440 

Frequently  Serviced 

E0450  Volume  Ventilator 

749 

151.2 

0.202 

443 

1203 

1.015 

E0453  Therapeutic  Vent. 

453 

115.0 

0.254 

169 

764 

1.313 

E0460  Neg.  Pressure  Vent 

538 

187.5 

0.349 

38 

1170 

2.104 

E0575  Nebulizer;  Ultra. 

79 

19.3 

0.243 

38 

128 

1.139 

E0935  Passive  Mot.  Ex.* 

22 

12.0 

0.546 

7 

63 

2.546 

*  NOTE:  The  data  for  this  code  in  Virginia  had  a  value  of  $248.  Since  it  is  an  extreme 
value  relative  to  other  states,  it  was  excluded  from  these  statistics. 
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Although  these  statistics  are  based  on  charae  Hata  m  ~i 
and  not  on  DME  cost  information,  they  prov^Tirt  /rong  ^oktXt^ 
that  geographic  variation  is  primarily  caused  by  service  comnonontl  V  °ry 
that  the  differences  in  variation  do  not  occur  because  the  Z  ?  °f  ^  N°te 
happen  to  be  more  expensive.  E0575  1^^!^^  T\ 
the  same  magnitude  as  the  low  service  items.  Med,ca^  fee  values  of  about 

measures  are  1)  the  coefficient  of  variation  (CV|  which  isT  221 


Assuming  that  most  of  the  geographic  variation  in  DME  costs  is  attribute  r« 

We  calculated  correlation  coefficients  between  the  fee  index  and  •  n„mh^,  -< 
wage  and  expense  indices.  Included  were  indices  sim  lar  to  those  ,.«H  £ m  ^ 
regulations  for  updating  both  physician  fee  SXhtLt^S 

rema,n,ng  indices  were  based  on  1990  United  States  Census  saCda'a  for  sdecled 
service  occupations.  '     ld  ror  se,ectea 

We  did  not  find  any  readily  available  data  that  does  an  adequate  iob  nf 
pred.ct.ng  geographic  variations  in  Medicare  DME  fees  as  defined  fn  this  ana lyL  Each 
of  he  corre.at.on  coefficients  had  relatively  low  values.  The  poor  ?o"tatteTr^ 
could  have  resulted  from  several  factors.  First,  it  is  possible  that  using  steTtoS 

^  SChtedule,.r°UntS  (With  fl°0r  and  CeiNn9  caPs  removed^  a  p  Lyfor 
DME  costs  is  not  a  valid  assumption.  Second,  the  analysis  was  limited  to  a  marke 

the  dl  >HltehmSK°Ut  °f  hUndr6dS  °f  °ME  itemS  that  could  hav*  been  chosen  L  st 
the  data  with  which  we  correlated  the  DME  index  was  limited  to  readily  available  data 

mioT/L  ;°H9th  StUdV  °?erViCe  occu?ations  more  specific  to  the  industry 
might  have  led  to  improved  results.  y 

The  analytical  findings,  as  well  as  the  methods  utilized,  are  described  in 
sZl ^^.D^ich  contains  the  report  "Correlation  Between  the  98  ^  Base  Fee 
Indices^  MediCa'  Equipment  and  Various  Other  Cost  and  Expense 
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3.  An  Alternative  Approach  to  Estimating  Cost  Shares 

Since  data  are  not  available,  one  approach  to  estimating  cost  shares  for  various 
items  of  durable  medical  equipment  is  to  survey  a  random  sample  of  DME  dealers. 
Through  onsite  reviews  or  a  mail  survey  process,  HCFA  would  attempt  to  determine 
supplier  cost  shares.  This  would  include  the  cost  of  the  product,  purchasing  cost, 
warehousing,  selling,  assembly,  patient  education,  delivery,  maintenance,  repairs, 
overhead,  authorization,  billing  and  collection. 

Such  a  data  collection  approach  is  likely  to  be  extremely  costly.  Moreover, 
given  the  fact  that  cost  share  data  is  not  the  kind  of  data  that  is  generally  available 
at  the  product  level  through  a  supplier's  accounting  records,  it  is  not  clear  that  a  mail 
survey  or  onsite  audits  would  yield  reliable  data.  Finally,  since  the  objective  of  the 
legislative  provision  is  to  determine  the  extent  to  which  cost  shares  vary 
geographically,  data  collection  would  be  complicated  by  the  lack  of  any  national 
averages.  That  is,  the  survey  would  need  to  identify  "average"  cost  shares  and  the 
extent  to  which  there  is  geographic  variation. 

Another  approach  that  might  be  considered  is  to  convene  an  expert  panel  of 
knowledgeable  individuals  which  would  utilize  a  consensus  or  Delphi-type  process,  to 
attempt  to  obtain  cost  share  estimates  for  commonly-furnished  items  of  DME.  The 
advantage  of  such  an  approach  is  that  it  would  be  considerably  less  costly  for  the 
Medicare  program  and  is  probably  more  likely,  to  yield  data  that  is  credible  to  the 
supplier  community.  In  addition,  by  starting  with  some  average  or  national  cost 
shares,  it  may  be  easier  to  obtain  some  estimates  of  geographic  variation. 

The  process  for  estimating  cost  shares  through  a  panel  process  is  somewhat 
analogous  to  that  used  by  HCFA  to  estimate  direct  costs  for  specific  physician 
services  as  part  of  the  study  to  determine  physician  practice  expenses;  i.e.  the  Clinical 
Practice  Expert  Panels  (CPEP)  process.  The  panels,  which  might  be  comprised  of  10- 
12  knowledgeable  individuals  who  represent  a  cross-section  of  the  DME  industry, 
would  be  asked  to  answer  the  following  types  of  questions: 

1 .  what  are  the  kinds  of  services  typically  provided  in  furnishing  a  given 
item  of  DME  (e.g.  a  wheelchair,  hospital  bed,  oxygen  therapy,  etc.)? 

2.  what  are  the  major  categories  of  costs  incurred  by  suppliers  in  furnishing 
these  items  of  DME? 

3.  what  portion  of  a  product's  selling  price  (share  of  the  Medicare  payment 
allowance?)  is  attributable  to  each  of  the  cost  categories?  In  other 
words,  what  are  the  cost  shares  attributable  to  furnishing  the  product? 
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5.      if  there  are  geographic  differences  in  cost  shares  ^  * 

,ocatlon.  ,o  State  regulation^f^ 

DME  ttS£S&&2^&£~  *~  '«  — - 
constructing  a  geographic  index.  des.gnmg  a  process  for 

.he  ~esTr*^  <*  -  pane,  to  analyze 

the  panels  to  focus  on  a  representative  «2Sj£S£S3  SEE  tiT  "" 
serv.ce  requirements.  If  necessary  the  oanel  cnnlH  hi  .      DME  Wlth  varVln9 

these  representative  products     The  Zl,  !     d  '°  assist  in  identifying 

process  would  be  estatt  she^  for  JSZSSSS^  *  "*  tHat  Ultima,el^  soma 
items  to  the  universe  of  DME  products  shares  estimates  for  these  studied 

product.  HCFA could « pSS IZ tSSS^dSSS,        ?  ^  °'  Pr°Vidin9  a 

m^y  eyearqsU,remen,S  "  "'"^  °ME  baa"  atul^tS^t 

4.  Surveying  DME  Suppliers  to  Estimate  Geographic  Variation 

share  £2  STSKlE^^  E°  K 
provides  the  details  of  a  study  made  to  evaCeTh'.  ^  suTa^ 
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It  identifies  potential  difficulties,  describes  a  suggested  methodological  approach  and 
mSponSVeareSs  at'St,C  SUCh  35  SUrVeV  deSi9n'  stratification<  sample  size!  and 

There  are  several  major  problems  which  need  to  be  addressed  in  conducting  a 
survey  to  determine  the  geographic  variation  in  the  proportions  of  product  and  service 
costs  of  DME  .terns.  First  is  the  large  volume  of  individual  DME  items  which  have  a 
wide  range  of  serv.ce  requirements.  Second  is  the  diversity  of  the  supplier  industry 
which  includes  dealers  of  various  size,  drug  stores  and  doctors  offices  Next  is 
defining  the  compos.tion  of  geographic  areas.  Also,  if  cost  share  data  is  not  generally 
available  for  individual  DME  items  through  supplier  accounting  records  it  may  be 
difficult  obtaining  voluntary  compliance  from  suppliers  to  participate  in  a  survey. 

Thus,  before  designing  and  conducting  a  nationally  representative  survey  it  will 
be  important  to  first  determine  ways  to  maximize  the  potential  for  obt'aininq 
cooperat.on  from  the  DME  supplier  industry.  One  such  approach  is  to  first  identify 
average"  cost  shares  for  select  DME  items  through  an  expert  panel  as  described  in 
the  previous  section. 


It  will  probably  be  necessary  to  limit  a  final  survey  (screening  surveys  may  first 
be  required)  to  the  largest  suppliers  in  each  geographic  area  and  to  include  only  a 
limited  number  of  DME  items  in  the  questionnaire. 

A  final  point  to  be  considered  is  that  even  if  such  a  survey  could  successfully 
be  used  to  develop  geographic  payment  adjustors,  the  issue  of  how  to  update  such 
rates  must  also  be  addressed. 


5.  An  Approach  Using  Proxy  Data 

HCFA  may  wish  to  consider  alternative  approaches  that  rely  on  using  existing 
government  data  sources  to  develop  proxy  data.  Such  an  approach  could  be  tested 
before  determining  whether  or  not  to  conduct  a  national  survey  for  estimating  the 
geographic  variation  in  the  proportions  of  product  and  service  costs  of  DME  items. 

Described  below  is  one  such  approach  that  provides  an  index  of  the  ratios  of 
service  costs  to  total  costs  by  geographic  area.  A  conceptual  framework  for  this 
methodology  is  provided  by  the  following  accounting  identity  applicable  to  any 
particular  type  of  DME  item: 

Allowed  charges/Units  =  Costs/Units  x  (Allowed  Charges/Costs) 

Let  ^  =  Allowed  charges  per  unit  for  DME  item  i  in  area  t. 

Pit  =  Average  production  cost  per  unit  for  DME  item  i  in  area  t. 
Srt  =  Average  service  cost  per  unit  for  DME  item  i  in  area  t. 
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Mrt  =  Marginal  profit  rate  for  DME  item  i  in  area  t 
Then  Art  =  (Plt  +  Srt)Mrt. 

t .  c,  SZftSEL?* item  in  two  different  areas' say  ' - u' the  nation'  - 


(A  /A    )=  {P'C+S.c)M,c 


(with    ?1  ^  m!rgmal  Pr°f,t  rates  are  the  same  in  all  geographic  areas 

(with  150,000  suppliers  and  no  serious  barriers  to  market  entry,  this  is  probably  a 
reasonable  assumption).  Then  it  follows  mathematically  that  the  rate  of the 
proportion  of  service  costs  to  total  costs  in  Area  C  to  the  proportion  of  service  costs 

^  divided  bv  thT  U,  'S  T"  t0       r8ti0  °f  a"0Wed  Char96S  *~  -itTn  the  tw 
areas  divided  by  the  rat.o  of  serv.ee  costs  per  unit  in  the  two  areas.  Although  this 

does  not  provide  an  absolute  value  for  the  proportion  of  service  costs  to  total  cos  s 
con^erTSen"  ^       ^  "  Pr°P°rti°nS  *"        ^  The 


^Pic+SlC)  _  A 
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l*w+Sitr)  Slir' 

The  quantities  on  the  right  side  of  the  equation  can  be  determined  from  local  or  other 
governmental  data  sources. 

The  ratio  for  average  allowed  charges  per  unit  for  a  particular  DME  item  for  the 
two  areas  can  be  obtained  directly  from  the  Medicare  Carrier  data  base  The  ratio  for 
service  costs  per  unit  for  a  particular  DME  item  for  the  two  areas  could  be  obtained 
from  a  composite  index  that  is  based  on  the  following  accounting  identity: 

Service  cost/Units  =  (Costs/Hour)  x  (Distance/Contacts)  x  (Contacts/Units)  x 
(Hours/Distance) 

(Costs  per  Hour)  =  assume  that  costs  per  hour  follow  labor  costs  per  hour  Total 
compensation  per  hour  is  available  for  any  geographic  area  from  HCFA's  area  wage 
index.  While  this  index  is  derived  only  for  hospital  compensation,  it  probably  is  the 
best  and  most  reliable  index  available  to  HCFA  for  general  compensation  in  any 
geographic  area. 
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(Contacts  per  Unit)  =  this  index  is  available  from  the  Medicare  claims  data  base  It 
is  simply  the  number  of  units  of  service  per  beneficiary  user  per  year  (or  per  other  time 
period)  for  the  particular  DME  item. 

(Hours  per  Distance)  =  this  is  the  inverse  of  a  delivery  velocity  rate  required  to  round 
out  the  identity.  In  the  absence  of  any  information,  assume  that  no  difference  exists 
between  areas  for  this  variable. 

(Distance  per  Contact)  =  the  distance  factor  is  frequently  emphasized  as  a  critical 
cost  difference  between  areas.  It  would  be  useful  to  establish  a  distance  index  not 
only  for  this  DME  project  but  also  for  other  medical  care  cost  issues  as  well  Critical 
location  factors  available  from  Medicare  files  include  the  zip  code  of  the  recipient  of 
the  service.  It  would  also  be  necessary  to  acquire  the  zip  code  of  the  supplier  of  the 
service.  Files  previously  existed  in  the  Census  Bureau  which  established  distances 
between  zip  code  areas  based  on  the  longitude  and  latitude  of  the  zip  code  centroid. 
One  might  assume  that  a  government  or  private  sector  version  still  exists. 

A  composite  service  index  can  be  calculated  by  multiplying  the  mean  individual 
indexes  for  costs  per  hour,  contacts  per  unit,  and  distance  per  contact  for  each  area 
Dividing  the  average  allowed  charge  index  ratio  by  the  composite  service  cost  index 
ratio  provides  a  ratio  of  the  differences  in  the  proportion  of  service  costs  to  total  costs 
for  the  individual  DME  item.  Summing  all  expenditure-weighted  service-to-total  cost 
ratios  for  all  DME  items  provides  an  index  measure  of  the  proportion  of  service  costs 
to  total  costs  for  all  DME  items. 

In  summary,  this  approach  provides  an  index  of  the  ratio  of  service  costs  to 
total  costs  by  geographic  area  that  allows  comparisons  of  index  levels  between 
different  areas. 

Summary  of  Analytical  Findings 

Searches  for  existing  cost  data  provided  very  limited  information  on  the  overall 
product  and  service  cost  shares  of  DME  items.  They  did  not  provide  the  kinds  of  data 
necessary  to  meet  the  other  data  requirements  of  the  Congressional  mandate 
regarding  cost  variations  by  equipment  category  or  geography. 

Studies  using  existing  Medicare  payment  index  data  (fee  schedule  data  based 
on  historic  reasonable  charges  without  caps  imposed)  had  mixed  results.  This  data 
support  the  theory  that  geographic  variation  in  DME  costs  is  primarily  caused  by 
service  components  of  cost.  However,  tests  to  determine  if  this  Medicare  payment 
data  would  be  highly  correlated  with  geographic  variations  in  various  wage  indices 
indicated  that  this  readily  available  data  was  not  useful  for  predicting  variations  in 
DME  costs. 
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CONCLUSIONS 

F°l  DM^.P.rJodi;cts'  there  is  a  wide  range  in  the  proportions  of  costs  required  to 
serv.ce  the  md.v.dual  items.  At  one  level,  it  is  intuitively  obvious  that  certain  DME 
categor.es  requ.re  a  much  larger  service  component  than  others.  To  illustrate  the 
serv.ce  component  in  providing  oxygen  equipment  is  a  larger  proportion  of  costs  than 
for  example,  selling  a  walker  or  cane.  The  latter  does  not  involve  very  much  if  any 
assembly,  patient  education,  maintenance,  etc.  ' 

th.  naf  th°U9K  h  iS  °b,Vi0US  th3t  th6re  is  variation  in  Product  and  service  cost  shares 
the  data  searches  made  in  this  study  did  not  yield  the  kinds  of  data  necessary  to 
prov.de  specjfjc  answers  to  the  questions  raised  in  the  Congressional  mandate  on 
var.at.ons  in  the  product  and  service  cost  shares  of  DME  items.  There  is  some  limited 
data  available  for  est.mat.ng  the  overall  product  and  service  cost  shares  for  all  DME 
.terns.  However,  data  could  not  be  acquired  within  the  scope  of  this  study  on  the 
levels  of  variation  in  cost  shares  by  type  of  DME  item  or  by  geographic  location. 

Cost  share  data  is  not  the  kind  of  information  that  is  generally  available  at  the 
product  level  ,n  the  accounting  systems  of  DME  suppliers.  Also,  there  is  a  lack  of 
standardization  in  both  private  industry  and  government  in  defining  the  specific 
product  and  service  components  of  DME  costs. 

There  was  a  general  consensus  among  study  participants  that  excluding  the 
impact  of  volume  purchasing  the  costs  of  acquiring  DME  items  (i.e.,  wholesale  costs) 
are  generally  the  same  around  the  country  with  the  possible  exceptions  of  Alaska  and  • 
Hawaii  where  shipping  costs  are  greater. 

There  was  also  general  agreement  that  service  costs  do  vary  with  the  largest 
geographic  variation  resulting  from  labor  costs.  Limited  tests  using  Medicare  data 
provide  support  for  the  theory  that  geographic  variation  in  the  costs  of  providing  DME 
is  primarily  caused  by  service  components. 

Assuming  that  most  of  the  geographic  variation  in  DME  costs  is  attributable  to 
service  components,  statistical  tests  were  made  to  determine  if  Medicare  fee  schedule 
data  would  be  highly  correlated  with  geographic  variations  in  various  wage  indices 
including  those  used  for  determining  Medicare  hospital  and  physician  payments.  The 
results  were  negative  indicating  that  this  readily  available  data  is  not  useful  for 
predicting  variations  in  DME  costs. 

There  are  a  number  of  alternatives  available  which  HCFA  can  consider  to 
determine  variations  in  DME  cost  shares.  The  first  is  to  convene  an  expert  panel  of 
individuals  which  would  utilize  a  consensus  or  Delphi-type  process,  to  attempt  to 
obtain  "average"  cost  share  estimates  for  commonly  furnished  items  of  DME. 
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INTRODUCTION 

Background 

The  purpose  of  this  contract  is  to  provide  the  HMith  c- 
Admm.stration  (HCFA)  with  assistance  in  conducting  a  studv  of  T™* 
durable  medical  equipment  (DME)  supplier  costs  V  va"at.ons  in 

equipnfenfp^e^  P""™-  ,t  includes  medical 

equipment,  wheelchairs    hosp  fa,         ^SSSTT  ^  38  0*™e» 

equipment.  P  §'  nebul,zerS'  canes,  walkers  and  other 

rental  of  DMeV^  *>,  the  purchase  and 

represented  rentals  of  OM^^rm^nton^L^  ^°         °f  the  charaes 

the  basis  of  either  rental  or  purehaw ^deoend  o^^H^r6"18  Sh°U'd  be  made  on 
practical.  Purcnase  depend  on  wh.ch  is  more  economical  or 

Medicare  classifies  DME  into  several  payment  categories  as  follows: 

*  Inexpensive  or  other  routinely  purchased  DME 
Kerns  requiring  frequent  and  substantial  servicing 
Customized  items. 

*  Oxygen  and  oxygen  equipment. 

*  Other  items  of  DME  (capped  rental  items) 

certain  DME  items  can  be  adjusted  by  Z  ^l^XJX^^Tf  Z 
regulatory  process.  Another  is  a  demonstration  oroiect  that  hpS Jf. *JL ,ov  s'om  of  the 
whether  competitively  bid  prices  can  b.^Kto  ^Sffi?' 
Med,care  beneficiaries  This  demonstration  and  other  com£S&C£2^ 
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This  project  was  initiated  in  response  to  Section  135(c)(1)  of  Public  Law  103- 
432,  the  Social  Security  Act  Amendments  of  1994,  which  requires  HCFA  to  study 
and  report  on  the  variations  in  product  cost  shares  and  the  service  cost  shares  for 
DME  items.  Congress  also  wanted  to  know  whether  these  cost  shares  vary  by  type 
of  equipment,  and  whether  they  vary  geographically. 

Congressional  Mandate 

The  following  language  is  from  Section  135(c)  of  P.L.  103-42,  the  Social 
Security  Amendments  of  1994: 

(c)  STUDY  OF  VARIATIONS  IN  DURABLE  MEDICAL  EQUIPMENT  SUPPLIER 
COSTS.- 

(1)  COLLECTION  AND  ANALYSIS  OF  SUPPLIER  COST  DATA.  -  The 
Administrator  of  the  Health  Care  Financing  Administration  shall,  in  consultation  with 
appropriate  organizations,  collect  data  on  supplier  cost  of  durable  medical  equipment 
for  which  payment  may  be  made  under  Part  B  of  the  medicare  program,  and  shall 
analyze  such  data  to  determine  the  proportions  of  such  costs  attributable  to  the 
service  and  product  components  of  furnishing  such  equipment  and  the  extent  to 
which  such  proportions  vary  by  type  of  equipment  and  by  the  geographic  region  in 
which  the  supplier  is  located. 

(2)  DEVELOPMENT  OF  GEOGRAPHIC  ADJUSTMENT  INDEX;  REPORTS  --  Not 
later  than  July  1,  1995  -- 

(A)  the  Administrator  shall  submit  a  report  to  the  Committee  on  Energy  and 
Commerce  and  Ways  and  Means  of  the  House  of  Representatives  and  the 
Committee  on  Finance  of  the  Senate  on  the  data  collected  and  the  analysis 
conducted  under  paragraph  (1),  and  shall  include  in  such  report  the 
Administrator's  recommendations  for  a  geographic  cost  adjustment  index  for 
suppliers  of  durable  medical  equipment  under  the  Medicare  program  and  an 
analysis  of  the  impact  of  such  proposed  index  on  payments  under  the  Medicare 
program;  and 

(B)  the  Comptroller  General  shall  submit  a  report  to  the  Committee  on  Energy 
and  Commerce  and  Ways  and  Means  of  the  House  of  Representatives  and  the 
Committee  on  Finance  of  the  Senate  analyzing  on  a  geographic  basis  the 
supplier  costs  of  durable  medical  equipment  under  the  Medicare  program. 

In  response  to  this  mandate,  the  HCFA  Administrator  submitted  an  interim 
report  to  the  Chairman,  Committee  on  Ways  and  Means,  House  of  Representatives. 
The  report  briefly  described  this  project  and  stated  that  a  final  report  would  be 
provided  within  90  days  of  receipt  of  findings  from  the  study. 


Other  Federal  Agency  Studies/Sources 

Related  studies  from  the  following  Federal  agencies  were  reviewed  and  copies  of 
the  reports  were  provided  to  HCFA  under  separate  cover. 

General  Accounting  Office 

1 "  °fi  1D/Qiabpe  Medical  Equipment  Fee  Schedules  on  Six  Supplier's 

Profits  ,  1 1/91.  F.nd.ng:  DME  suppliers  do  not  maintain  records  in  a 
manner  that  permits  direct  computations  of  costs  and  profits  by  DME 
item.  Used  direct  costs  (what  suppliers  paid),  indirect  costs(deliverv 
set  up),  and  overhead(space,  utilities,  marketing.) 

2.  "Program  and  Beneficiary  Costs  Under  DME  Fee  Schedules"  7/92 
Studies  on  the  impact  of  DME  fee  schedules  under  Medicare. 

3.  "Durable  Medical  Equipment  -  Specific  HCFA  Criteria  and  Standard 
Forms  Could  Reduce  Medicare  Payments",  6/92.  Recommended 
developing  more  detailed  coverage  criteria  for  paying  or  denvina 
claims.  a 

Department  of  Veteran  Affairs 

1.  "National  Home  Oxygen  Program,  FY  1994  Cost  Review",  5/95 
Contains  cost  information  on  1 64  facilities  that  have  home  oxygen 
programs,  by  region  and  city. 

2.  "National  Prosthetics  Analysis,  FY  1 994  Facility  Report",  5/95. 
Contains  comparative  cost  analysis  data  on  27  line  items  by 
geographic  region  and  VA  station.  Line  items  include  various  types  of 
hospital  beds  and  wheelchairs. 

Office  of  Inspector  General 
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"Durable  Medical  Equipment  -  Review  of  Medicare  Payments  for  Home 
Glucose  Monitors",  3/92. 


2.  "Review  of  Medicare  Part  B  Reimbursement  of  Hospital  Beds",  5/93. 

3.  "Oxygen  Concentrator  Services ",  11/94. 

4.  "Audit  of  Medicare  Part  B  Payments  for  Seat  Lift  Chairs  to  Queen  City 
Home  Health  Care",  7/89. 
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"Coverage  of  Enteral  Nutrition  Therapy:  Medicare  and  Other  Payers'' 


6.      "Marketing  of  Orthotic  Body  Jackets",  3/94. 

As  part  of  the  literature  search,  we  acquired  a  listing  of  all  Office  of  Audit  Office 
of  Inspector  General  working  files  and  final  reports.  This  listing  was  provided  to 
HCFA  under  separate  cover  for  general  information  purposes. 

Contacts  were  made  with  staff  in  the  Public  Reference  Room  of  the  Securities  and 
Exchange  Commission  to  determine  if  there  is  any  information  relevant  to  the 
study  from  corporate  filing  information  of  DME  suppliers.  Relevant  cost  information 
is  not  available  from  this  source. 

Private  Sector  Data/Studies 

Several  surveys  and  studies  conducted  by  the  private  sector  were  reviewed  for 
relevancy.  Copies  of  the  following  studies  and  descriptions  of  information  sources 
were  provided  to  HCFA  under  separate  cover. 


1.  Health  Industry  Distributors  Association  annual  survey  reports  "Home 
Care  Financial  Performance  Survey"  for  1995  and  1994.  Provides 
insights  on  proportions  of  revenues  that  cover  costs  of  goods  sold  and 
rented,  personnel  expenses,  occupancy  expenses,  etc.  Select  data  are 
shown  by  Medicare  Census  Regions  in  the  1994  report. 

2.  National  Association  for  Medical  Equipment  Services  "1993  Industry 
Survey,  July  1993".  Contains  revenue  and  income  data  by  size 
classifications  of  firms  but  not  by  geographical  location;  latest  report 
since  survey  was  discontinued  after  1993. 

3.  National  Association  of  Retail  Druggists  "1994  NARD-Lilly  Digest, 
Survey  of  1993  Operational  Data".  Contains  data  on  drug  store  sales, 
cost  shares,  and  rents  by  different  levels  of  service  and  region.  Has 
potential  value  for  calculating  correlations  of  drug  store  rents. 

4.  ECRI  information  on  healthcare  reimbursements  for  oxygen 
concentrators.  Includes  their  product  comparison  charts  which  contain 
limited  price  data  for  this  equipment. 

5.  A  report  prepared  by  the  American  Association  for  Respiratory  Care 
(AARC)  containing  a  compilation  of  current  state  laws  and  regulations 
regarding  respiratory  care  and  durable  medical  equipment. 
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6. 


Several  clinical  practice  guidelines  published  by  the  AARC  which 
pertain  to  respiratory  therapy  services  that  may  be  rendered  in  the 
home. 


Marketing  material  from  ABC  Technologies,  Inc.  regarding  their 
activity  based  accounting  systems.  Contact  made  with  firm  to 
determine  if  their  system  (cost  accounting  for  individual  products)  was 
being  used  by  any  medical  equipment  suppliers  -  response  was 
negative. 
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